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GUARANTEE OF DELINQUENT TAXES DUE FROM 
BANKRUPT RAILROADS 

TUESDAY, SEPTEMBEB 27, 1977 

HOUSE OF REPRESENTATIVES, 
SUBCOMMITTEE ON TRANSPORTATION, 

COMMITTEE ON INTERSTATE AND FOREIGN COMMERCE, 
Washi^igton, D.C. 

The subcommittee met at 2 p.m., pui-suant to notice, in room 2212, 
Raybum House Office Building, Hon. Fred B. Rooney, cliairman, 
pi"esiding. 

Mr. RooNET. The subcommittee will be in order. 
On Juno 21, 1970, the Penn Central Transportation Co. announced 

that it was bankrupt and filed a petition for reorganization in court. 
This was the largest corporate bankruptcy in the history of this coun- 
try. As a consequence it is understandable that the shock waves of this 
unfoitunate circumstance would be felt throughout the country and 
not merely in the particular areas of the northeast quiidrant of tlie 
country in which the railroad operated. 

It was obvious that in the national interest it was necessary to keep 
the railroad operating. As a consequence Congress passed the Emer- 
gency Rail Services Act of 1970, which, among other things, provided 
funds to keep the railroad operating. 

It subsequently became obvious that long-range corrective actions 
had to be taken to restructure the fast-deteriorating rail service in 
this countrv. Therefore Congress passed the Regional reorganization 
Act of 1973, which, among other things, established the U.S. Railway 
Association and directed it to devise a plan for restructuring tlie rail- 
road system in the Northeast. 

Subsequently Congress passed the Railroad Revitalization and Reg- 
ulatory Reform Act of 1976. This act, among other things, provided 
the funds for restructuring the six bankrupt railroads in the Northeast 
into a new railroad, to be called ConRail. 

Today we are to consider another of the problems resulting from 
the 1970 Penn Central bankruptcy. Namely, the bankruptcy railroads 
owe considerable amounts of delinquent taxes to about 2,500 communi- 
ties and 15 States in which it operated. 

At the time the Federal court directed Penn Central to continue to 
operate after its bankruptcy, the court further ordered that the cor- 
poration refrain from paying its State and local taxes until it was 
permitted to do so by the court. 

Also, when Congress directed the conveyance of a number of Penn 
Central railroad properties to ConRail, it also mandated that these 
properties should be free and clear of tax liens. That is, the delinquent 
taxes were left with the Penn Central Transportation Co. 

(1) 



Subsequently Penn Central attempted to form a new company. Part 
of this reorganization process which is now before the bankruptcy 
court provides for a compromise in the payment of delinquent taxes. 
I understand a number of our witnesses plan to explain the various 
aspects of this compromise proposal during the course of these hear- 
ings. Therefore it is not necessary to reiterate them at this time. 

SufTice to say that one segment of the proposal is for the reorganized 
company to issue various types of notes in the amount of 80 percent 
of tlie delinquent taxes, and the question before us today is whether 
tlie Federal Government should guarantee the payment of these notes. 

I recognize the plight of many local communities—and, in particu- 
lar, their school districts—which have continual problems raising what 
is considered sufficient operating funds. Understandably they would 
like to receive the full amount of tlie delinquent taxes. Therefore it 
will not be necessary for us to dwell on the desirability of these com- 
munities to receive the funds. 

Nor is there a question as to the fact that the taxes are due. Rather 
it is incumbent upon the subcommittee to find the answers to a number 
of fundamental questions regarding the effect on all parties if the 
Federal Government were to accept the proposal to guarantee the 
payment of the notes to be issued for the payment of delinquent taxes. 

For example, we must ascertain the effect this guarantee would have 
on the Government valuation case. The U.S. Railway Association is 
presently in court trying to determine the value of the properties 
conveyed to ConRail. 

One class of the notes to be issued by the reorganized Penn Central 
Co., which this bill projx)ses be guaranteed by the Federal Govern- 
ment, is to be secured by the proceeds of the valuation case. It must 
be determined whether, if the Government wins this case, there will 
be sufficient funds to pay the notes. 

Similarly we must determine the effect the proposed legislation 
would have on the pending litigation regarding claimed erosion of 
asst>ts. We must ascertain the probable cost to the Government if 
it were to guarantee three notes. We must determine whether the 
guaranteeing of these notes would constitute an undesirable precedent 
for the Federal Government. 

We also must determine the effect that the proposed legislation 
would have on the future tax bases of the reorganized company. That 
is, it must be questioned whether the guarantee of the delinquent taxes 
would endanger the payment of future taxes and thereby be a pyrrhic 
victorv. 

Without objection the text of H.R. 8882, H.R. 9015, H.R. 9023, and 
ir.R. 0024 will be printed at this point in the record. 

[Tlie text of the bills referred to follows:] 



[H.R. 8882, introduced by Ms. Dakar (for herself, Mr. Moakley, Mr. 
Ashbrook, Mr. Vanik, Mr. Burke of Massachusetts, Mr. Mottl, Mr. 
Seiberling, Mr. Pease, Mr. Stanton, Mr. Conte, Mr. Applegate^ Mr. 
Wylie, and Mr. Cavanaugh) on August 5,1977; 

H.R. 9015, introduced by Mr. Latta on September 9,1977; 
H.R. 9023, introduced by Ms. Dakar (for herself, Mr. Rodino, Mr. 

Whalen, Mr. Miller of Dhio, Mr. Nix, Mr. Brown of Dhio, Mr. 
Michael D. Myers, Mr. Guyer, Mr. Lederer, Mr. Eilberg, Mr. Eidgar, 
Mr. Kostmayer, Mr. Flood, Mr. Ertel, Mr. Ammerman, Mr. Wal- 
gren, Mr. Hollenbeck, Mr. Markey, Mr. Lundine, Mrs. Heckler, Ms. 
Mikulski, Mrs. Spellman, Mr. McDade, Mr. Mitchell of Maryland, 
and Mr. Beard of Rhode Island) on September 9, 1977; and 

H.R. 9024, introduced by Ms. Dakar (for herself, Mr. Gilman, Mr. 
Fish, Mr. Le Fante, Mr. Nowak, Mr. St Germain, Mr. Drinan, Mr. 
Forsythe, Mr. Stratton, Mr. Harsha, and Mr. Yatron) on Septem- 
ber 9,1977, 

are identical as follows:] 

A BILL 
To amend the Regional Kail Reorganization xVct of. 1973 to 

authorize the Secretary of Transportation to guarantee notes 

issued to State and local taxing authorities to secure pay- 

ment of real property tax obligations owed by a railroad 

in reorganization. 

1 Be tt enacted by the Senate and House of Representa- 

2 fives of the United States of America in Congress assembled, 

3 That the Regional Rail Reorganization Act of 1973   (45 

4 U.8.C. 701 et seq.) is amended by adding at the end thereof 

5 the following new section: 

6 "QUABANTEES BY THE SECBETABY. 

7 "SEC. 606.   (a) (1)  In any proceeding for the reor- 

8 ganization or liquidation of a railroad under section 77 of the 

Z 
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1 Bankraptoy Act iii ^Yhich the Corporation, the Association, 

2 or the Federal Government, including any agency, in&iru- 

3 mentality, or depaitment lliereof, asserts a priority in pay- 

4 ment out of the estate of such a railroad over tax obligation 

5 owfid to State or local taxing authorities', the Secretary shall 

6 guarantee die payment according to their respective terms 

7 of principal and interest on si^curitics and obligations, includ- 

8 ing securities and obligations i sued to refinance any such 

9 securities and obligations, issti'^d by a railroad in reorganiza- 

10 tion to such State and local taxing authorities. 

11 "(2)  The maturity date of such securities, obligations, 

12 and loans, in( hiding all oytonsions a,nd renewals thereof, shall 

13 not be later than twcnf; years fr<.>m tlieii' date of issuance. 

14 " (3)  All  guarant''('s  entered   into  by   the  Secrctarj' 

15 under this section sliall constitute general obligations of the 

16 United States of American from which the full faith and 

17 credit of the United States of America shall be jiledged. 

18 " (b)  No guarantee made by the Secretary under this 

19 section shall thereafter be terminated, canceled, or otherwise 

20 revoked; the issuance of such guarantee shall be conclusive 

21 evidence that the guarantee complies fully with the provi- 

22 sions of this chapter and shall constitute proof of the approval 

23 and legality of the principal amount, interest rate, and all 

24 other terms of the security or obligation guaranteed, which 

25 shall be valid and incontestable in the hands of a holder 
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1 except for fraud or material misrepresentation on the part of 

2 such holder. 

3 " (c) If at any time the moneys available to the Secre- 

4 tary are insufficient to enable him to discharge his responsi- 

5 bilities tmder guarantees issued by him under subsection (a) 

6 of this section, he shall issue to the Secretary of the Treasurj' 

7 notes or other obligations in such forms and denominations, 

8 bearing such maturities and subject to such terms and condi- 

9 tions, as may be prescribed by the Secretary of the Treasury. 

10 Redemption of such notes or obligations shall be made by the 

11 Secretary from appropriations available under subsection 

•12 (d) of this section. Such notes or other obligations shall bear 

13 interest at a rate determined by the Secretary of the Treasury, 

14 taking into consideration the current average market yield on 

15 outstanding marketable obligations of the United States of 

16 comparable maturities during the month preceding the issu- 

17 ance of such not«s or other obligations. The Secretary of the 

18 Treasurj' shall purciiaae any notes or other obligations issued 

19 hereuuder and for that purpose he is authorized to use as a 

20 public debt transaction the proceeds from the sale of any 

21 securities issued under the Second Libojty Bond Act, as 

22 amended, and the purposes for which securities may be 

23 issued under that Act, as amended, are extended to include 

24 any purchase of such notes or obligations. The Secretary of 

25 the Treasury may at any time sell any of the notes or other 
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1 obligations as acquired by biia under this subsection. All 

2 redemptions, purchases, and sales by the Secretary of tlie 

3 Treasury of such notes or other obligations shall be treated 

4 as public debt transactions of the United States, 

5 "(d)  There are authorized to be appropriated to the 

6 Secretaiy such amounts, to remain available until expended, 

7 as are necessary to discharge all his responsibilities under 

8 this section.". 

9 SEC. 2. The table of contents of the Regional KJUI Reor- 

10 ganization Act of 1973 is amended by adding at the end 

11 thereof the following new item: 

"Sec. 606. Guarantees by the Secretary.". 



I now want to call upon several of my colleagues who have cospon- 
sored this le^slation and wish to comment. Our very distinguished 
author of this legislation, Hon. Mary Rose Oakar, is the scheduled 
first witness but perhaps you may wish to yield to your colleagues. Ms. 
Oakar, I recognize you. 

Ms. OAKAK. Thank you, Mr. Chairman. First of all we wish to thank 
you, Mr. Chairman, for ha\ang such a speedy hearing, and I would be 
delighted to yield to my colleagues before I get on with my testimony. 
So I will yield to Congressman Mottl, of Ohio. 

STATEMENT OF HON. EONALD M. MOTTL, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OP OHIO 

"Mr. MOTTL. Thank you, Mr. Chairman, members of the committee. 
I would like to thank my distinguished colleague from Cleveland, 
Mary Rose Oakar, for being the prime sponsor of this imiwrtant piece 
of legislation and for allowing me to go first liecause I have a brief 
statement to provide the committee and also would like to congratulate 
not only her but also my colleague from south Boston, Joe Moakley. for 
being a cosponsor of this piece of legislation. 

Mr. Chairman, I welcome this opportunity to speak out against the 
proposal that the bankrupt Penn Central Railroad be allowed to escape 
its tax debt to school districts and other government subdivisions by 
paying onlv 44 or 50 cents on a dollar. Tlie subdivisions and schools 
provided Penn Centi*al and its employees with the full gamut of serv- 
ices and should be paid in full for those services. 

The railroad's debt to Cleveland city schools alone amounts to more 
than $14 million. Debts to other Cuyahoga County taxing districts, 
including Cleveland schools, total more than $16 million. 

With school costs continually mounting and voters resisting new 
levies and lx)nd issues, it is imperative that Penn Central be made to 
satisfy its legitimate debt in full. 

Every school district in the Nation is experiencing difficulties with 
financing and drastically needs these long overdue tax dollars. It is 
not a windfall for them but payment of a legitimate debt long overdue 
and long awaited. 

With this in mind I have enthusiastically cosponsored legislation in- 
troduced by my colleague, Representative Oakar. guaranteeing that 
the Federal Government would insure payment of the taxes and inter- 
est in full. 

To insure that local subdivisions and school districts get priority 
payment of the delinquent taxes, I will introduce legislation calling 
for the Federal Government to waive all claims against Penn Central 
until the railroad pays its tax bills in full to local and State creditors 
second and to the Federal Government third. 

Cleveland city schools and other school districts are teetering on the 
brink of bankruptcy and desperately need this money. It has been too 
lonff in coming. 

Thank you, Mr. Chairman, and I certainly appreciate Ms. Oakars 
allowing me to go first. 

Mr. RooNET. Thank you very much for your great interest in your 
constituency and your fine presentation. 
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Ms. OAKAR. I yield now to my colleague from Massachusetts, Mr. 
Moakley. 

STATEMiaiT OF HON. JOE MOAXLEY, A REPRESENTATIVE IN CON- 
GRESS FROM THE STATE OF MASSACHUSETTS 

Mr. MoAKLET. Thank you, Mr. Chairman, for giving me the oppor- 
tunity to speak on behalf of H.R. 8882, Congresswoman Mary Rose 
Oakar's amendments to the Regional Rail Reorganization Act of 
1973. Basically the above-mentioned legislation authorizes the Secre- 
tary of Transportation to guarantee notes issued to States and local 
taxing authorities to secure payment of real property tax obligations 
owed by a railroad in leorganization—in this case the Penn Central. 
The object of this legislation is quit* simple. 

It has Ijcen estimated that over $500 million is owed some 1,100 units 
of government by the Penn Central Corp. As a member of the Massa- 
chusetts delegation, I can testify that Penn Central owes the city of 
Boston some $13.5 million and the Commonwealth of Massachusetts 
some $24.2 million in back property taxes. The drain this places on the 
already financially beleaguered cities of the Northeast is incalculable. 
I believe there must be some sort of a legislative remedy for this criti- 
cal situation, one that takes into accoimt the dire straits of the Ameri- 
can railroad network as well as the financial abyss that so many older, 
hard-pressed northeastern cities find themselves in. Such a remedy 
is Iwst expi-es.sed in Ms. Oakar's H.R. 8882. 

As chairman of the New England Congressional Caucus' Task Force 
on Transportation, I believe I can speak for the majority of the urban 
New England congressional delegation in stating that our local hospi- 
tals, school systems, and police and fire protection services desperately 
need the revenue due them but which is presently tied up due to Penn 
Central litigation. 

When the Penn Central declared bankruptcy in 1970 the Federal 
district court in Philadelphia ordered the trustees of the Penn Cen- 
tral Corp. to make no tax payments until the courts further ordered it. 
(»)vinusly this action presents serious constitutional ramifications for 
the States. Does the Federal Government have the authority to inter- 
\-pnc in an area such as local tax abatement, which has tradiationally 
been an area of local or State authority ? 

At present Peim Central is attempting to have local and State 
authorities settle their back tax claims for 50 percent of postbankruptcy 
taxes, or about 44 percent of all taxes owed. Massachusetts officials, as 
is the l)alanee of State officials in New England, are not happy with 
th'spronosal. 

H.R. 8882 addresses itself to an alteniati ve proposal currently liefore 
Judge .Tolin Fullam of tl.e U.S. district court in Philadelphia. This 
])roposal would provide for an immediate* cash payment of 20 perceTit 
and the remaining 80 percent of taxes to be paid through the issuance 
of Penn Central notes to the affected parties. The crux of this learis- 
jation is that the Federal Government would provide Federal guar- 
antees for these series C and D notes. 

The history of Federal involvement in this matter is extensive. Tn 
the first place it was the Federal Government that ordered Penn Cen- 
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tral to pay no taxes until the litigation was settled. Second, it was the 
Federal Government which ordered tlie birth of ConRail, supplanting 
all old rail lines, including Pemi Central. We are ti-ying here to olfset 
a bad precedent that has already been set, which was to insert tlie 
Federal Government between the State and local governments and a 
private corporation with its financial obligations and to abrogate the 
authority of those State and local governments. The Federal Govern- 
ment's administrative expenses have the first lien against the bankrupt 
railroad. This effectively puts State and local taxes liehind those 
moneys that were designed to keep Perm Central running. This situa- 
tion should not be permitted to continue. 

The decision on which ro[>ayinent option to choose must be made by 
October 22 of this year. Tlie choice obviously presents great difficul- 
ties to the taxint^ authorities. The question is: Should the States and 
local governing bodies accept the only .50-cent dollar, suffering a sub- 
stantial loss and effectivelj' removing any further chance for com]>en- 
sation, or should they clioose to accept the Penn Central notes, which, 
as it stands now. would be akin to accepting Confederate currency in 
payment of any debt? Additionally, by accepting Penn Central notes, 
the States would suffer serious delay since the notes would not mature 
until 1987, wliicli would be a full 17 years since the State and local 
governments would liave been able to collect on what Penn Central has 
owed them since 1970. 

Penn Central notes arc at this time deemed good. Because of the 
recent massive problems incurred by the railroad the notes are difficult 
to market. It is precisely this inability to market the notes that would 
make it necessary to hold them to maturity. Backed by the full faith 
of the U.S. Government, the note^s will be immediately marketable and 
our States, cities, and school districts will be able to realize the money 
owed them. 

Finally, I am sure all of you are more than aware of the plight of 
many American cities, especially those in the Northeast. These older 
cities are all too often witness to the flight of industry and commerce 
to the South and the West. It is just these cities that are also most 
acutely affected by the Penn Central bankruptcy. The Federal Gov- 
ernment must find a remedy for this situation. I strongly believe that 
H.R. 8882 is part of the prescription necessary to make our cities 
healthy again. 

OncJe again, Mr. Chairman, thank you very much for the speedy 
hearing, and I thank my colleague for allowing me to go ahead of her. 

Mr. RooNEY. Thank you, and I also thank you for the great leader- 
ship you have shown on behalf of the congressional delegation in the 
New England area. It has been very helpful to this committee and I 
appreciate very much your statement. 

Ms. OAKAR. Mr. Walgren, of Pennsylvania, would like, with your 
permission, to give his testimony. 

Mr. RooNEY. It is very kind of you to yield your valuable time. 
The Chair recognizes our colleague who serves on the full commit- 

tee and who has made a very substantial contribution in the area of 
health in our committee. Mi\ Walgren, we welcome you and j-ou may 
proceed. 
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STATEMENT OF HON. DOUG WALGREN, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF PENNSYLVANIA 

• ilr. WALGREN. Thank you, and thank you, Congresswoman Oakar. 
1 i ust want to very informally add ray voice to the purposes of this bill 
and to the mechanism that this bill sets out to address this problem. 

Wlien it was first explained to me by a lawyer in Pittsburgh, I 
thought that there was no way that anyone could defeat his claim for 
tliose taxes; but I apparently was operating under the old adage that 
there are only two things that are inevitable in this world, and those 
ai"e, of course, death and taxes. 

But that apparently did not take into account the Federal Govern- 
ment and its power to intervene itself in a way that very directly 
threatens to deny these local communities of the revenue that they had 
a right to expect. 

The gi-eatest difficulty is that the mirror image or inevitable result 
of that is that the property taxpayers in these communities are going 
to have death and double taxes. From my offering myself on the platter 
in town meetings, I come back with one clear message, and that is that 
an^-thing that can be done to alleviate the residential property tax 
burdens of these taxpayers is imperative on evei-y member of the Gov- 
enunent to pursue. It is even more so when the i-esult of Government 
action is to increase the burden of those property taxes which they 
didn't have a right to expect to have to pay in the first place. 

So I really felt that, from the Pennsylvania side and the Pittsburgh 
side particularly, when this kind of an issue comes up, that much should 
be said. 

I really appreciate the efforts of my various colleagues to enact this 
legislation and I would urge the committee to give it the most direct 
attention because it is at that edge where people are hurting most. I 
appreciate your time, sir. 

Mr. RooNET. Thank you, Congressman Walgren. 
Ms. OAKAR. Mr. Chairman, with your permission, I yield to Con- 

gi-essman Eegula, of Ohio. 

STATEMENT OF HON. RALPH S. REGULA, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF OHIO 

Mr. REGULA. Thank you, Mr. Chairman. lam sure you have heard 
all of the arguments. T think it is simply a matter of equity that these 
notes be guai'anteed. This will enable the local subdivisions of govern- 
ment to use them as security or, in the event they should choose to do 
so, a.s an asset salable at a discoimt basis. The notes will ultimately 
provide the local governments with the taxes they anticipated, the 
taxes upon which they based their budgets. 

Since the Federal Government has taken the responsibility through 
ConRail of operating these facilities, it se^ms to me that this is a 
logical re^sponsibility also of the U.S. Government to secure these notes. 

There is nearly $500 million in taxes that State and local govern- 
ments have not yet received. An important fact is that approximately 
70 percent of these funds would go to our financiallv strapped school 
systems. In my district, the 16th Ohio District, $2,880,000 is owed to 
local government. 
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A settlement proposal opening before the U.S. district court, Judge 
John A. FuUam presiding, provides for the unmediate cash pa^-ment 
of 20 percent of owed taxes, the remaining 80 percent to be paid in the 
form of series C and D notes issued by Penn Central. This legislation 
provides for the Federal Government to guarantee these notes, mak- 
ing them more salable. 

I need not elaborate on the est,eem in which Penn Central financial 
paper is held. Few, if any, financial institutions would consider this 
viable collateral on which to extend credit to those entities declaring 
tJiese notes as part of their asset base. 

However, by providing a Federal guarantee, the much-needed credi- 
bility is given to these notes. H.R. 8882 insures that the series C and 
D notes of Penn Central are financially sound instruments. 

I commend you, Mr. Chaii-man, for bringing this matter up for con- 
sideration so promptly. I urge the subcommittee's favorable action 
on this important matter. 

Mr. EooNEY. Thank you very much. Congressman Regula. 
Now we will hear from our very distinguished colleague Ms. Mary 

Rose Oakar. 

STATEMENT OF HON. MAEY EOSE OAKAE, A KEPKESENTATIVE IN 
CONGRESS FROM THE STATE OF OHIO, ACCOMPANIED BY 
MICHAEL Z. WAGER, LEGISLATIVE ASSISTANT 

Ms. OAKAR. Thank you and members of the committee. Mr. Chair- 
man, I appreciate your efforts in scheduling these hearings on H.R. 
8882. As you know, this bill was introduced on August 5, 1977. In 
these 7 short weeks, you have been gracious enough to review this 
legislation and schedule prompt hearings. I and the 60 cosponsors of 
HTR. 8882 appreciate your efforts. Moreover I want to thank you and 
the members of tlie Subcommittee on Transportation and Conunerce 
for this opportunity to relate the facts of the Penn Central Transpor- 
tation Co.'s tax delinquencies and the need for remedial legislation. 

On June 21,1970, the Penn Central Transportation Co. filed a peti- 
tion for reorganization imder section 77 of the Bankruptcy Act. This 
declaration of bankruptcy shook both the private and public sectoi-s. 
In the private economic realm, creditors took stock of their outstand- 
ing extensions of credit to the Penn Central. Banks and other institu- 
tional lenders were owed Inmdreds of millions of dollai-s. The Federal 
Grovemment, faced with the suspension of essential rail services, pur- 
sued a course of action that would keep Penn Central afloat until a 
compreliensive reorganization of rail operations could he fashioned. 
On Januarv 8,1971. the President sisrned into law the Emergency Rail 
Services Act—ERSA—of 1970. Public Law 91-00.3. 

Recognizing the need for continued Penn Central operations as part 
of a national railroad freight service network, tlie Congress, through 
the Emergency Rail Services Act, authorized the Secretarj' of Trans- 
portation to guarantee certificates issued by the trustees of Penn 
Central in their effort to continue service. The act provided that the 
certificates would be issued upon ascertaining tliat the, "probable 
value of the assets of the railroad in the event of liquidation provides 
reasonable pi-otection," to the Federal Government. Under ERSA, 
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the Federal Government provided the funds to meet payrolls and anjr 
other expenses which, "If not met, would preclude continued provi- 
sion of essential transportation services by the railroad." 

These extensions of funds by the Secretary to Penn Central were 
treated as "expenses of administration," and given the highest lien on 
the railroads property and priority in payment under the Bankruptcy 
Act. AVhat this meant to the State and local taxing authorities could 
not be immediately ascertained. However, today, more than 7 years 
since Penn Central filed its petition, the implication is clear. The 
State, coimty, and local levels of government have been put unon. 
Fifteen States and the District of Columbia are now trying to collect 
over $454 million in Penn Central taxes. 

I would like to call your attention to appendix A, which has a break- 
down of what is owed to these States and the district [see p. 17]. 

Mr. EooNEY. Without objection, appendix A will be included in the 
record. 

Ms. OAKAR. Fedei-al action has made these collections quite difficult. 
State and local officials have watched as the U.S. Congress .set forth 
in the letter of the law a new set of rules governing the bankruptcy 
of a private corporation. 

Prior to the Emergency Rail Services Act the tax obligations of the 
Penn Central Raih-oad would have had the highest priority of pay- 
ment imder the Banliruptcy Act. However, under Public Law 91-663 
and its reaffirmation and amplification by the Regional Rail Reorga- 
nization Act of 1973, Public Law 93-236, the moneys extended by the 
Federal Government to the railroad for its day-to-day operations sup- 
planted the tax obligations as prominent lien. In this arrangement 
there was no tradeoff and. frankly, no equity. The liens of the States 
and their political subdivisions, including their school systems, were 
simply put behind the Federal Government's claim against the Penn 
Central. 

As the bankruptcy proceedings took shape in the U.S. district court, 
it was clear that the payment of State and local taxes would be one of 
great difficulties in candying out a plan of reorganization agi'eeable to 
all classes of creditore. Early action by the court in the reorganization 
proceeding had permitted the Penn Central to defer payment of State 
and local taxes and enjoining the taxing authorities from taking any 
action to collect such taxes. At this point, I would like to submit ap- 
pendix B for the record [see p. 17]. 

Mr. RooNEY. Without objex^tion, it will appear in the record. 
Ms. OAKAR. There were numei'ous efforts by the taxing authorities 

to modify or reverse this court order, court order Xo. 70. Finally, in 
1972, the Supreme Court denied these appeals by the objecting taxing 
authorities. 

Without the ability to collect current taxes, the State and local tax 
collectors could only stand bv idly as Penn Central tax bills mounted. 
Meanwhile, the Penn Central trustees were devising a plan to compro- 
mise these tax obligations. On December 17, 1976, the trustees pe- 
titioned the court for the authority to affect such a compromise. On 
this date the trustees also filed a plan of reorganization. 

On April 11, 1977, Judge John P. Fullam of the U.S. district court 
in Philadelphia issued court order Xo. 2922. And, without objection, 
I would like to submit appendix C, Mr. Chairman [see p. 18]. 
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Mr. RooNEY. Without objection, it will be included in the record. 
Ms. OAKAR. This order authorized the trustees to compromise the 

tax obligation of the Penn Central. The compromise, as put forth in 
the order, allowed for the settlement of outstanding tax claims by pay- 
ment of .50 percent of the postbankruptcy taxes, or 44 percent of the 
principal amount of all taxes owed. The court also provided the trust- 
ees with the authority to establish a cash fund to carry out the com- 
promise and settlement of the taxes pursuant to the order. 

This compromise offer created a new set of problems for the local 
and State taxing authorities. Many of the taxing jurisdictions had 
State law that prevented the acceptance of anything less than full pay- 
ment of taxes. Moi-eover, a large number of the approximately 2,5()() 
taxing autlioritios to which Penn Central owed taxes were opposed 
to the compromise offer. The offer had no provision for settlement of 
interest that had accrued or penalties. These difficulties were com- 
pounded by the lack of information or misinformation that the State, 
county, and local officials were to base their decisions on. County audi- 
tors, treasurers, and school board officials were being asked to make 
decisions with respect to millions of dollars without proj>er counsel or 
a full understanding of the options available to them. 

This is not to say that tlie options were all that good. One could ac- 
cept the partial payment compromise or put the fate of this tax col- 
lection in the hands of those who had devised and were to amend the 
plan of reorganization. The amended plan of reorganization provided 
for the pavment of State and local taxes through the issuance of se- 
curities. The secured notes are to be issued in four series, of winch the 
series C and series D notes would be issued in respect to real estate 
and other local and State taxes. 

Series C notes would be issued as compensation for 80 percent of the 
principal amoimt of taxes owed as well as any interest accrued on 
property that Penn Central had conveyed to the Consolidated Rail 
Corporation—ConRail—in the course of the reorganization. The notes 
would bear interest at the rate of 8 percent from the date of consum- 
mation of the plan and would become due and payable on December 31, 
1987. 

These series C notes would not become the general obligation of the 
reorganized Penn Central Co., but would be secured and payable from 
the proceeds of the valuation case—that is, litigation now pending that 
will determine the value of the properties conveyed to ConRail. The 
remaining 20 percent of the principal of taxes owed on conveyed 
property would be compensat«d by an immediate cash payment from 
the trustees. 

The series D notes, like the series C issue, would be offered in lieu 
of 80 percent of the principal and interest accrued. However, as these 
notes are to be offered as compensation for taxes owed on property 
retained by the reorganized company, the notes would be secured by 
the general obligations of Pennco. Tlie terms of these notes would be 
different from those terms of the series C issue. Ten percent of the 
principal would be comix>nsated bv interest-ljcaring 1-year series D 
notes, while a second and tliird 10 percent would be settled by the 
issuance of interest-bearing 2-year and .3-year series D notes. Fifty 
percent of the principal would be compensated by interest-bearing 10- 
ycar series D notes. Once again, 20 percent of the principal amomit of 

23-651—TS 2 
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taxes owed would be received by the taxing authorities as an imme- 
diate cash payment. 

The choice, then, has become a "one in the hand, two in the bush" 
proposition. One might ask: "Do I, as the State or local tax collector, 
accept a partial settlement of 44 to 50 percent or do I i-isk collection 
of these delinquent taxes by accepting long-term notes secured by a 
valuation case that I do not fully comprehend or based on the solvency 
of tlie reorganized company ?" 

It was not inevitable that this choice had to be so complicated and 
difficult. In fact, it was the passage of the Emergency Rail Services 
Act and the Regional Rail Organization Act that added these com- 
plexities to the choices that now face our local and State taxing 
officials. 

As I stated before, the ERSA put Federal administrative expenses 
as the highest lien on Penn Central properties, thereby reducing the 
probability of full payment of State and local taxes. The situation 
worsened when the 3-R act reaffirmed the order of liens and then 
provided that claims for repayment of these administrative expenses 
were not subject to any reduction by way of setoff, crossclaim, or 
counterclaim. In short, the Federal Government gets paid first and 
then the State and local taxing authorities can make their claims. 

Faced with this unsavory choice and recognizing the need for a 
Federal remedy, several county and local officials visited my Wash- 
ington office on June 15, 1!)77. The meeting was also attended by rep- 
resentatives of the Justice Department and tlie Penn Central trustees. 
The local officials related their need for Federal action. After much 
research and additional discussion with State and local officials, it was 
obvious that two coui-ses of action should be pursued: 

First: The Secretary of Transportation should exercise his powers 
as set forth in section 211(h) of the Regional Rail Reorganization 
Act of 1973 to place local and State tax claims ahead of the Federal 
Government's administrative expenses. Accordingly, on June 16, I 
along with five other Members of the House of Representatives and 
Senators John Glenn and Howard il. Metzonbaum sent a letter to 
Secretaiy of Transportation Brock Adams asking him to use his ad- 
ministrative powei-s to restructure the order of liens against Penn 
Central. Secretary Adams responded on August 10, 1S)77, stating that 
Federal claims must be repaid before State claims. Secretai-y Adams 
cited the ERSA and the 3-R Act as reason for his determination. 

Tlie second cxiurse of action was the introduction of legislation that 
would guarantee the notes tiiat Penn Central would offer as part of 
tlie amended plan of reorganization. I introduced this bill <m August 
5. 1077. I^pon introduction I was joined by 12 of my colleagues. To- 
day the legislation has 60 cosponsors, some of whom are inemlx>i-s of 
this subcommittee. 3iloreover, it has received the enforcement of the 
U.S. Conference of Mayors, the National I^ieague of Cities, the Ameri- 
can Federation of Teachers and a host of other concerned citizen or- 
ganizations. Avho will testify before this subcommittee. 

Simply put, tlie bill ameVids the Regional Rail Reorganization Act 
of 1!)73 to authorize the Secretary of Transportation to guarantee 
notes i.ssued to the State and local taxing authorities to secure pay- 
ment of tax obligations owed by the railroad in reorgjxnization. How- 
ever, this is not intended as or to be construed simply as a measure 
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whereby the Federal Grovemment will pay the taxes accmulated by the 
l*enn Central Transportation Company. In fact, it is unlikely that this 
bill will cost the Federal Government a single dollar. 

Keprescntatives of the principal litigants in the valuation case— 
that is, the Justice Department and the Penn Central trustees—be- 
lieve that the proceeds of that case will be sufficient to cover the series 
C notes to be offered by Penn Central. Moreover, the reorganized com- 
pany in doing quite well, and it is not unreasonable to expect Pennco 
to live up to the terms of the series D notes. In fact the reorganized 
company appears to be a healthy and diversified real estate concern 
with assets in excess of $1.2 billion. In recent months Pennco has made 
a variety of investments, which further demonstrates its liquidity and 
viability. The reason for this miarantee is, then, not so much to pay 
off these notes at the end of the 10-year period: the guarantee has a 
more important fimction. 

With a Federal guarantee of the series C and series D notes, the 
Stttte and local officials arc in a better position to sell these notes if 
they so desire. I am sure that it is no surprise to the members of 
this subcommittee that State governments and their political subdi- 
visions are known to face financial difficulties whereby imme-diate 
cash is needed to continue essential services to their citizeniy. For cx- 
am])le, you might find that a certain coimty is faced with a cash flow 
problem and the county executive would elect to sell the Penn Central 
notes that he has been given as settlements of the tax delinquency. If 
the notes are guaranteed, the county could sell these notes in private 
markets without suffering substantial discount. However, without the 
guarantee, Penn Central paper would be difficult to sell. Private in- 
vestors would be suspicious of the notes and it is quite likely that the 
sale of these notes would bring a sum that would be considerably less 
than face value. The hardship of this discount would be felt by the 
people of that county. More specifically, the financial squeeze would be 
most acutely felt by schoolchildren as a large proportion of the tax 
delinquencies are funds to be used for the delivery of educational 
services. 

This bill is not the bail-out of a private corporation nor a handout 
to State and local taxing authorities. As the Penn Central is a bank- 
dupt corporation, the Federal Government is not bailing out its stock- 
holders or any of its beneficiaries. The guarantee extends no funds 
directly to the Penn Central. In addition, the Federal Government 
will not. under the provisions of this bill, pay Penn Central taxes 
•\vhile the assets of the banknipt railroad are employed by the reor- 
ganized company. The guarantee will result in the extension of Federal 
funds if. and only if, there is a shortfall of funds to cover the series C 
and series D notes. The possibility of such a shortfall is slim. 

As to whether this Federal guarantee would be a handout to State 
and local taxing authorities, I would submit that the record speaks for 
itself. The Federal Government has thrice taken action that put the 
local and State taxing authorities at a disadvantage in the collection 
of its taxes. The Emergency Rail Services Act, the Regional Rail 
Organization Act and court order No. 70 of the U.S. District Court 
have prevented the normal processes of tax collection from taking 
their course. The Federal Government has created a grossly inequit- 
able situation with regard to the States, counties, and municipalities. 
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This guarantee merely gives these taxing autliorities the equitable 
treatment, under law, that they deserve. 

For those that are concerned that we may be setting an undesirable 
precedent with this legislation, I simply want to point out that H.R. 
8882 is an attempt to offset bad precedents that have already been 
set. The bankruptcy of the Penn Central is a historic and monumental 
proceeding. The unfolding of this case has meant the setting of prece- 
dent at the executive, legislative, and judicial levels of government. 
There should be no reticence to set new precedent if it can remedy 
some of the difficulties that prevent an approval of the amended plan 
of reorganization. I believe that it would be grossly unfair to allow 
this situation to remain as it is. The need for this legislation is all 
too clear. 

Mr. Chairman, the settlement of the Penn Central bankruptcy has 
been a long and arduous process, which is still to be consummated. At 
every turn there has boon controvorsy. debate, and eventnally a reso- 
lution of that point of debate. This legislation is intended as a resolu- 
tion to the difficulties that beset the local and State taxing authorities. 
The settlement of these tax claims will greatly facilitate the entire 
bankruptcj' proceeding. Moreover, H.R. 8882 deserves the favorable 
consideration of this subcommittee because of the implications that 
a compromise of Penn Central's taxes could have for the entire tax 
collection process. 

Mr. Chairman, all across this Nation, at every level of government, 
there is the stirring of a taxpayers' revolt. Increasing taxes as well 
as the high levels of inflation and our recent economic recession have 
pushed many American taxpayers to the point of questioning the 
taxes that are levied upon them. Other taxpayers have flatly refuf»ed 
to pay their tax bills. 

To allow Penn Central to make partial payment on its tax obliga- 
tions would exacerbate this problem. The American taxpayer must 
be reassured that he as well as all corporate concerns will be com- 
pelled to pay all taxes that are levied. 

Finally, this legislation is important for the impact it will have 
on the educational services being offered to our schoolchildren. Mr. 
Chainnan, it has been estimated that 70 percent of the total Penn 
Central tax delinquency are moneys that will be used for the opera- 
tions of schools, if schoolchildren are the ultimate beneficiaries of 
this bill, I would expect some very compelling arguments as good 
reason to delay this legislation. To date I have not heard such argu- 
ments. 

Mr. Chairman, the speedy consideration of this bill will relieve 
much of the uncertainty that tlie beleaguered counties, cities, and towns 
(ire now experiencing. There are those in 15 States and the District 
of Columbia, in small towns like Taneytown, Md., and Moundsville, 
W. Va., who are waiting for some indication from this Congress as 
to the treatment of taxing authorities with regard to the Penn Central 
delinquencies. These local officials have waited too long. They are fac- 
mix an October 19 deadline by which time they must accept the partial 
pavment compromise or ca.st their fortunes with the amended plan 
of reorganization. They need quick action by the Congress. 
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I urge you, Mr. Chairman and the members of this subcommittee, 
to give H.R. 8882 speedy and favorable consideration. I believe that an 
early markup is imperative. 

Air. Chairman, thank you for this opportunity to testify today, i 
know this testimony was somewhat lengthy but I felt that it miportant 
to give an historical background of the dealings with Penn Central. 
I certainJy would be happy to yield to questions. 

[Appendixes A, B, and C to Ms. Dakar's prepared statement 
follow:] 

APPENDIX A 

KsTiMATED TAX CLAIMS AGAINST PENN CENTRAL RAILROAD 

rvnn Central Railroad owes property taxes of $10,000 or more to some 1.100 
units of government in the United States, includinK 16 states. We do not have 
a breakdown of the amount of money owed each unit of government. We do have 
the cumulative total by state, that is, we know how much money is owed to all 
governmental units in each i>articular state. 

We do have a sample of what is owed some individual cities: New York City. 
SlOO million: Boston. .'«13.5 million: Cleveland, $14 million; Philadelphia, $59.0 
I'nillion '; Washington, D.C., $1.6 million. 

Here is the breakdown of money owed to governments within and iucludlng 
the particular 16 states: 

In millions 
New York  $143, 850 
Ohio  70. 998 
Indiana  49. 500 
New Jersey  41, 019 
Pennsylvania  '32,052 
Illinois     28.665 
Michigan     27,888 
Massachusetts  24. 288 
Maryland   11, .385 
Rhode   Island  8, 576 
District of Columbia  1, 6.38 
Delaware    1,438 
West Virginia  1. 435 
Virginia    1, 085 
Connecticut   8«8 
Kentucky   273 

Total     453,967 
• Flcnres are in dispute. City of Philadelphia contends Penn Central owea isr^a.s million. 

Imt ligiirea released from bankruptcy court In Philadelphia show Pennsylvania and units 
of Rovernment within that state are owed a total of 132 million. 

Other units of government which the Penn Central owes include York. Erie 
and Ilarrisburg, Pennsylvania; Columbus, Toledo, Dayton and Cincinnati, Ohio; 
niifTalo. Rochester and Poughkeepsie, New York; Hoboken, New Jersey and 
New Haven, Connecticut 

APPENDIX B 

OBDBR No.  70 

And now. this 26th day of October, 1970, it is ordered: 
1. Any taxing entity which claims (a) that the debtor's unpaid tax liability to 

such agency for the current year equals or exceeds W% of tlie annual budget 
of such taxing entity for the current year; and (b) that under applicable iaw 
the budgeted revenue anticipated to be received from the delitor cannot lawfully 
lie obtaine<i from other sources; and (c) that deferral of payment of its .said 
tax liability by the debtor could result in serious curtailment of'e'^.sential services 
by sucli t.Txing entity, may present verifiert proof of thp.<!e facts to the Trustees, not 
later than December 1, 1970. In all cases where such proof is presented, the 
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Tnistees are authorized to pay the taxes then due, and shall, not later than De- 
cember 17, 1!)70, flle in this Court a report setting forth what disposition lias been 
made or is proposed to be made with respect to the tax claims in this category. 

2. Except as provided in the preceding paragraph, and except for payroll 
taxes and withholding taxes, the Trustees are directed to make no further pay- 
ment of taxes until further order of the Court; provided, however, that the 
Trustees in their discretion, and subject to such further orders as the Court may 
from time to time enter, are authorized to pay such taxes as the Trustees shall 
determine, in the exercise of their business discretion, they should pay In the 
Interests of ultimate reorganization. 

3. All persons holding any interest In any property owned, leased, or other- 
wise used by the debtor, or the earnings therefrom, notwithstanding the pro- 
visions of any lease or other agreement, are hereby enjoined, until further order 
of this Court, from exercising any right of default, termination, seizure of the 
property, or ejection of the debtor therefrom. 

4. All persons and governmental entities are hereby enjoined from taking any 
action of seizure, foreclosure, tax sale, or any other action which would dis- 
turb the Trustees' continued use, occupancy, and possession of the properties 
owned or used by the debtor, or which would deprive the Trustees of title 
thereto. 

5. Nothing contained in this order shall bo deemed applicable to the peti- 
tions heretofore filed as documents Nos. 212, 274, 275, 277, 292, 310, 311, 312, and 
389, or to any of the properties mentioned In said petitions, which properties 
have been referred to in these proceedings as the Grand Central Area proper- 
ties in the city of New York, as to all of which the jurisdiction of this Court is 
retained and an order will hereafter be entered. 

APPENDIX O 

Iw THS UNITED STATES DISTBICT COURT POR THE EASTERN DISTRICT OF 
PENNSYLVANIA 

In the matter of 

PENN CENTRAI, TRANSPORTATION CO., DEBTOR 

In proceedings for the reorganization of a railroad 

Bky.  No.  70-.347 

ORDER   NO.    2022 

And now, this 22nd day of April, 1977, upon consideration of the "Petition 
of the Penn Central Trustees for Authority to Compromise and Pay Real Estate 
and Other Taxes Deferred Pursuant to Order No. 70" (Doc. No. 11767) (Tax Com- 
promise Petition), the documents filed In support thereof, the Statements of 
Position filed by the various parties, Oie Petition of the City of Pitt.^iburgli and 
other taxing authorities for modification of Order No. 70 (Docs. Nos. 10665, 
10734, 10785. 10797) Pittsburgh Petitions) and hearing having been held, 
it Is hereby ordered that: 

1. The Penn Central Trustees ("Tnistees") are authorized to compromise and 
settle outstanding tax claims against Penn Central Transix)rtutIon Company 
("Penn Central"), the Secondary Debtors and the non-bankrupt leased lines 
by payment of 50% of the principal amount of i)ost-petltion taxes, or such 
amount of post-petition taxes as would cause the payment In each case to equal 
44% of the principal amount of all tax claims, whichever Is greater. 

2. The Trustees are authorized to create a cash fund for the compromise and 
Bettlement of taxes pursuant to this Order (Tax Settlement Fund) from the 
following sources: 

(o) Monies set aside in resi)ect of defaulted trustees certificates pursuant to 
Order No. 2158. 

(6) Escrow deposits relating to taxes owed by tenants of the estate. 
(c) Proceeds of the sale of equipment deposited under Order No. 366. 
(rf) Funds of Manor Real Estate Co., including monies set aside pursuant to 

Order No. 1S89. 
(e) Penn Central Securities Litigation Settlement Fund set aside pursuant to 

Order No. 2050. 
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(/) Unrestricted funds of Penn Central Transportation Co. and various 
subsidiaries. 

3. Tlie Trustees' request for autliorlty to draw upon the restricted and un- 
restricted funds of tlie respective leased lines for the creation of a Tax Settle- 
ment Fund, but only to the extent of 25% of the amount of post-reorganizntiou 
taxes, exclusive of interest and penalties, due in respect of such leased lines, is 
denied, without prejudice to renewal of such request in the event money in excess 
of that made available under Paragraph 2 of this Order is necessary. 

4. The Trustees shall keep an accounting of all restricted and unrestricted 
funds of the Penn Central which are used for the creation of the Tax Settle- 
ment Fund and of the amount of all outstanding tax claims settled pursuant to 
this Order, and shall make such accounting available to any interested party for 
inspection upon reasonable request. 

5. In the event that a Plan of Reorganization for the Penn Central and the 
Secondary Debtors is not approved by this Court and consummated pursuant to 
the Bankruptcy Act by June 30, 1979, the Trustees shall begin to reimburse the 
segregated and escrowed accounts of the Debtor which had been used in the crea- 
tion of the Tax Settlement Fund with the future cash flow of Manor Real Estate 
Co. 

6. Any tax claimant wishing to compromise and settle its outstanding tax 
claims against the Debtor or leased lines shall so advise the Trustees, in care 
of Ernest R. VaraUi, ControUer, Suite 3200, IVB Building, 1700 Market Street, 
Philadelphia, Pa. 19103, in writing within 180 days of the date of this Order. 
The Tnistees shall serve upon each tax claimant a form or forms uix>n which 
the tax claims may advise the Trustees (1) of the amount of tax claims claimed to 
be due, and (2) that the compromise and settlement of such claims on terms 
specified in Paragraph 1 of this Order will be accepted as a full and complete 
satisfaction of all such claims against the Debtor and the leased lines. 

7. The compromise and settlement of outstanding tax claims by and between 
the Trustees and any tax claimant pursuant to this Order shall constitute a full 
and complete settlement and satisfaction of all such tax claims against the Debtor 
and the leased lines, including all claims for interest and penalties, in respect of 
any period through and including Decemlwr 31,1976. 

8. No claim against the Debtor or a leased line which Is not compromised or 
settled pursuant to this Order shall be affected hereby, as to amount, priority or 
otherwise, i)ending the treatment of such claim in a Plan of ReorganiiMtion for the 
Debtor and the Secondary Debtors approved by this Court and consummated 
pursuant to the Bankruptcy Act. 

9. The Pittsburgh Petitions for a modification of Order No. 70 are denied, with- 
out prejudice. 

10. The Petition of the Penn Central Trustees and the Trustees of The Dela- 
ware Railroad Company and the Philadelphia, Baltimore and Washington Rail- 
road Company for Authority to Compromise and To Pay Certain Taxes Owed to 
the City of Wilmington, Delaware (Doc. No. 10810) Is granted. 

11. Except as provided In this Order, the provisions of Order No. 70 shall re- 
main In effect 

JoHir P. FOTXAM. 

Mr. RooN'EY. Thank yoii very much. Let me say that your testimony 
certainly did give an accurate background of the problem and I com- 
mend you for submitting this very fine testimony to the committee 
today. 

On page 9 of your statement you say that it is unlikely that this bill 
will cost the Federal Government a single dollar. In your letter of 
August 4, however, you state that securities being offered to secure 
the 80 percent of delinquent taxes appear to be of highly speculative 
value. 

If these securities are highly speculative, Ms. Oakar, would it not 
be a fair assumption that the Federal Government would be required 
to make substantial compensation if this proposed legislation is passed ? 

Ms. OAKAR. Mr. Chairman. I have tried to characterize those 
thoughts in two different ways because I was referring to them in two 
different contexts. Wlien I said that the notes appear to be of highly 
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speculative value, I was discussing the marketability and the antici- 
pated reaction of investors in private markets to notes written on 
Penn Central paper. 

The fact of the matter is that the investment community will look 
suspiciously at Penn Central paper at this i)oint in time. However, I 
have been told that the assets conveyexi to ConRail are likely to be 
valued at such a level to cover all Federal, State, and local obligations 
of the railroad. 

My statement is related to the perceptions of the notes by private 
investors vis-a-vis the assessment of the evaluation by the representa- 
tives of the principal litigants—the Justice Department and the 
trustees. 

Ml-. FLORIO. I am in support of the legislation obviously and I think 
it is good. I think you made abundantly clear that the American tax- 
payer is going to pay the price, one way or the other. It is a "Catch 22" 
situation. 

If, in fact, the original valuation was correct, it seems to me that 
tliore is not going to be enough money to pay these notes and therefore 
the guarantees will come into play. On the other hand, if the original 
valuation being contested by the trustee is incorrect, that means more 
money is going to come forth; and the only way it comes forth is from 
the U.S. Treasury and, at that point, there may be enough to secure 
these notes. 

So I think, in all candor, we have to realize the fact that the U.S. 
Treasury one way or the other is going to end up bailing out the 
iinmicipalitips. I happen to belioAe it is equitable and it should be done 
but I tliink it has to he clearly appreciated that that is what is going 
on. Tliank you. Mr. Chairman. 

Mr. RooNEY. Ms. Mikulski. 
Ms. MiKuiiSKi. As it stands now, local taxing authorities have to 

tell Penn Central whether they want to take 40 percent of the taxe^s 
owed by October 10. If. for some reason, because of a crowded legis- 
lative calendar, we can't act on this before October 19, what are the 
implications? 

Ms. OAKAK. Of coni-se. this is why we arc so i-espectfully delighted 
to have this hearing to begin with and we are hoping and praying 
for early markup. 

I look at the energy bill as an example of the ability of this Con- 
gress to act quickly. If my memory serves me correctly we were 
able to deal with that piece of legislation in. I believe, a fiO-day time 
period: so I d(m't think it is impossible to have II.R. 8<S82 passed in 
short time. 

The other thing is that we are in a position to ask for an exten- 
sion of the deadline of the court. 

Ms. MIKT^,sKI. Who would extend that deadline? 
Ms. OAKER. It would be Judge John P. Fullam. 
Mr. RooxEY. I understand tliat the States and municipalities will 

ask the courts for a OO-day extension and. in all likelihood the courts, 
I understand, may extend that date. 

Mr. Fi>ORio. On this point it is also my understanding that some 
of the entities, the counties, are also challenging it and. in fact, there 
are two options, in substance, in the decisions being challenged. Do 
you have an information as to whether that is taking place? 
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Ms. OAKAR. If my colleague will allow me to defer your question, 
there are some other people who will be testifying before this com- 
mittee who were present at the court proceeding which I was unable 
to attend. We do have someone who is going to comment on that issue 
specifically. 

JNIs. MiKULSKi. I am not clear about what we are talking about 
on page 5 regarding what would currently back up the C and D 
notes- Pennco backs up D, is that right ? 

Mr. RooxEY. Would you like to yield to your assistant? 
Ms. JIiKULSKi. As I understand the option, a local government 

could take a partial 45-percent payment or could defer and take 20 
percent in cash and then either take tlie C or 1) scries. Is that the way 
it goes? 

Ms. OAKAR. NO; I am going to yield to my coiuisel. This is Michael 
AVager, who is the legislative assistant who has been working on 
this legislation. 

Jlr. WAGKR. The option to the State and local taxing authorities 
is this: You can expect the oO percent or the 44-percent compromise 
payment and then you are through with regard to tax delinquency, 
or you can accept imder the amended plan when approved by the 
court 20 percent in cash and accept the remaining 80 pei'ceiit of the 
principal and interest and penalties in series C or series D notes. 

Now, the series C notes will compensate those taxes that were on con- 
veyed assets—the assets that come from Penn Central and went to 
ConRail. Series D notes will be issued to those taxing authorities that 
taxed assets retained by the reoi-ganized corporation, Pennco. 

Ms. OAKAR. If I might add, Congresswoman, that as to the assets 
of the newly organized corporation, Pennco, it is doing very well. 

Mr. FLORIO. If I could ask, are you saying that taxes incurred prior 
to reorganization will be secured by C notes which are the assets of 
the Penn Central Transportation Co., which is the reorganized com- 
pany, and that taxes incurred after the i-eorganization  

^Ir. WAGER. NO; taxes incurred before and after will be secuied 
by series C and series D notes. Now, tlie overwhelming majority 
of these taxes levied were on assets conveyed by Penn Central to 
ConRail in the reorganization of the railroad. However, there is a 
portion of those taxes which was levied on assets retained by the 
reorganized corporation as real estate holdings. 

New York Stat**, for example, has a large portion of taxes levied on 
retained assets, and the notes they will receive will be series D notes 
which will be based on the solvency of the reorganized corporation and 
its ability to pay. 

The .schedule we set forth shows 10 percent at the end of 1 year, 
10 percent at the end of the second year and another 10 percent at the 
end of the third year and the remaining 50 percent in December of 
1987. 

Mr. FLonm. If I could amplify on my understanding of what is 
being stated now, is it, for the most part, the railroad properties in 
the reorganization that have been conveyed to ConRail and will IK> 
secured by the C notes? That is the subject matter of the legislation. 
The trustees are saying the amount assigned is not sufficient, the sugges- 
tion being that j'ou probably couldn't pay off the C notes if everyone 
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took C notes with the insufficient amount of moneys that have been 
assigned. 

It is my understanding that tlie D obligations are just for taxes 
that are on properties not conveyed to ConRail and probably are not 
railroad properties. Is that the case? 

Ms. OAKAR. We can tell you what some of these properties or 
assets are of Pennco if you would be interested and I will submit 
this for the record. Their earnings from their continuing options in- 
clude energj', the Buckeye Pipe Line, amusements, Great Southwest- 
ern Corp., real estate, and other corporations; their earnings were 
$38.7 million in 1976 and are forecast to exceed $40 million this year. 

Mr. FLomo. Isn't it correct that those properties have been paying 
their taxes ? There aren't going to be any obligations on the assets that 
are owned by Buckeye Pipe Line, are there? 

Mr. WAGER. The retained assets that the local taxing authorities were 
enjoined against collecting taxes on since October 22,1970, when order 
No. 70 came out of the court  

Mr. Fix)Rio. Could we have a breakdown as to the amount of taxes 
that are owed on D-type assets as opposed to the C-type? 

ils. OAKAR. The trustees have a library, and I don't have that infor- 
mation before me but we can provide it for you. 

Mr. FLOPJO. My impression was that there is not going to be very 
much owed on the better type of security, which is the D-type assets, 
and the vast majority would be on that category. It is 50 percent more. 
You are talking about $300 million versus $150 million. Thank you 
vevy much. 

Ms. MiKULSKi. Congresswoman Oakar, as a fellow former city coun- 
cilwoman, without your legislation do you think your city council— 
and I know how my city council would feel about this—do you think 
that they would accept the 20 percent that goes to C and D bonds? 

Ms. OAKAR. XO, WO know the realities of the way municipalities work 
and they would be foolish to do that. I respect some of my former col- 
leagues and I am sure you do and I doubt very strongly that they 
would accept it without some kind of guarantee. That would build up 
false hopes for them. So that there is no question that they would 
not do that. 

Ms. MiKULSKi. Thank you. I think this is a very creative way to get 
funds back into the local communities. I am happy to be associated 
with it. 

Mr. RooxEY. We will stand in recess for 15 minutes. There is a vote 
on the floor. 

[Brief recess.] 
Mr. EooNET. The subcommittee will come to order. The Chair 

now recognizes the very distinguished gentleman from Illinois, Mr. 
Madigan. 

Mr. MAmoAX. Representative Oakar, as T understand the justifica- 
tion behind this bill, you and your cosponsors are saying that, if the 
Federal Government had not intervened, the Penn Central would have 
gone bankruj^t in 1969 or 1970. The property tax claims would have 
been claims against or a part of the bankruptcy proceeding and you 
would have reecived your money, and the intervention of the Federal 
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(lovernment prohibited you from doing that. Is that essentially the 
basis for this bill being brought forward now? 

Ms. OAKAK. TO an extent that is true, but I think it is also fair to 
say that the precedent was set by Federal intervention which may or 
may not have been the proper thing to do, and that is our response— 
to set another precedent by doing that. 

But we realize the immediacy of the problem was obvious, that our 
country simply needed rail service: and so, while we recognized why 
there was Federal intervention and why, in fact, the President tlien 
had, a year later, signed the Railroad Act, at the same time we feel 
that the act could have been more equitable in essentially who would 
stand in line first to collect the debts owing. 

Mr. MADIGAX. But that intervention was largely at the request of 
State and local government officials, and the Federal Government now 
at this point has invested nearly some §^4i^ billion in this, and the total 
outstanding real estate ta.xes are something like $450 million. 

So a pci-son could sav that the Federal Government has an invest- 
ment of $414 billion, ^tate and local governments an investment of 
some $450 million, or $1 on $10 by compai'ison, in something that the 
State and local government officials were arguing should be done. How 
do you respond to that? 

Ms. OAKAR. Let me just say that in no way does this bill change the 
role of the Federal Government in collecting the assets that are owing 
and due them. Certainly for one thing, no one could predict after a 7- 
year period what the outcome would be of all of our economy and how 
it would affect the local and State taxing authorities. 

I am not necessarily specifically aware of how intimately the State 
and local authorities were in requesting the original legislation, not 
having been a member. That has not been called to my attention. 

I think. Congressman, your question—and I am not trying to avoid 
the question—I think that since we are going to have State and local 
officials represented here, that might be addressed to them since they 
aiT naturally supporting this legislation currently. 

Mr. ^LADIOAX. Some States and some local governments have already 
accepted the proopsal of the Penn Central trustees. Others, of course, 
Ohio included, and Illinois, my State, have not. How would you treat 
tliose who have already accepted less than what you now ask for Ohio? 

Ms. OAKAR. Of course, we know that, in some cases unsolicited, Penn 
Central mailed the checks before any agreement came through, which 
was a kind of curious thing to do, and some of the municipalities raised 
the issue in court and, unfortunately for them, the judge did not 
concuT. 

If thev feel that there is a new opportunity for them to collect, in 
effect, all of what is owing them, they could certainly take that issue 
up with the courts. It will not rhange their status and they have noth- 
ing to lose by this legislation if they have accepted the legislation. 

Mr. MADIGAN. Do you have any idea what the market value is of 
properties that the Penn Central still owns in the State of Ohio? 

Ms. OAKAR. Currently? I don't have it but. Congressman, I would 
]-te dpliffhted to get that. I wouldn't want to give you misinformation; 
and I know that we came across that, and I would be happy to supply 
that. 
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Mr. MADIGAN. Your bill has no provision for recourse from the re- 
organized company for any payments made by the Federal Govern- 
ment in satisfaction of the guarantees. Do you believe that such a 
provision should be included in the bill ? 

Ms. OAKAR. The inclusion of such a recourse provision is a difficvilt 
issue. Such a measure would, of course, as we know, or we feel, would 
be opposed by the trustees. This in turn would obstruct the effoi-ts 
of those who want to see the amended plan of reorganization approved 
and implemented; and, for this reason, I would advise against the 
recourse provision. 

Mr. MADIGAN. Isn't that rather unfair to the Federal Government. 
Ms. OAKAR. AS I have stated before, tlie Federal Government ini- 

tiated the reorganization and it is not unreasonable to expect the 
Federal Government to assume the financial risks of the reorganiza- 
tion. However, again I want to say, or repeat, my feeling that, based 
upon the research we have done, with regard to series C and D notes 
the risk is slim. 

Mr. MADIGAN. T^et me just remind you that the Federal Government 
has already assumed some $41/^ billion in costs associated with this 
reorganization. These total outstanding property taxes—and State 
income taxes in some instances—and other local taxes amount to only 
about 10 percent of what the Federal Government has already assumed 
costwise in this reorganization. 

On page 7 you say it does not appear to bo particularly proywr 
for the Federal Government to insert a claim of a higher priority 
than the State and local taxing authorities. Aside fi'om the normal 
law and procedure in such cases, don't you believe that this should 
be considered fair since the Federal Government invested its money 
after it was known that the company was bankrupt? 

Ms. OAKAR. AS you know. Congressman, the payment of tax obliga- 
tions is regarded as the firet lien in the bankruptcy proceeding, and 
I see no reason why the Penn Central proceeding has not honored 
this arrangement. This is, of course, a historic and monumental thing 
and. in some cases, a kind of exceptional bankruptcy. It is neither 
typical nor simple. 

Nonetheless, the placement of State and local tax obligations on a 
second priority Hen is not justified, and the Congress took it upon 
itself to reorganize the railroad, and the Penn Central Railroad was 
part of a nationally integrated economic system: and it was in the 
national interest to reorganize rail services, and it should be the Fed- 
eral Government, then, that bears certain responsibilities or not a 
selected group of cities, States, and towns which are in critical need. 

If I might just say something in respect to my own State—and 1 
don't tliink we are exceptional; I am told that other major areas and 
other cities such as New York and Boston and other areas, in New 
Jersey and so forth, have the same problem—our schools, we have 
been told by the Ohio superintendent of schools, are on the brink of 
bankruptcy. I am told that Toledo and Cleveland are going to request 
some immediate legislation from the State legislature which would 
relieve some of the problems. 

Furthermore, when yoii talk about the fact that the Federal Govei-n- 
ment spent $4 billion, what about the local governments? They have 
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liad to assume the burden, and they should not have to support the 
railroad at the expense of the i-esidents and the schoolcliildixsn. 

ilr. MADIGAN. What do you think would have happened if the Fed- 
eral Government hadn't intervened? What do you think would have 
happened in Ohio? 

Mr. OAKAR. I am not sure, to be truthful, if it relates to this. I don't 
question the fact that there was obviously a critical situation when, 
according to the New York Times, the Penn Central has a tast« for 
superlatives. Tiiey say it was one of the Nation's biggest corporate 
bankruptcies, and they obviously made certain decisions in this respect 
in order to go on the brink. It was, indeed, a very dramatic occurrence. 

The Federal Government came to the rescue; what we are saying 
is that laws are meant to be changed, and we merely want to have a 
simple amendment that would provide equity for all parties. I don't 
question the inten'ention; we are just correcting something that was 
not necessarily equitable in tlae original legislation. 

Mr. MADIGAX. It is not the only bankruptcy proceeding involving 
the railroads. The Erie Lackawanna, Reading, and Lehigh railroads 
owe some $80 million in outstanding real estate taxes, and they are also 
involved in a bankruptcy proceeding. We have the ability here to es- 
tablish a precedent that certainly would have a bearing on that $80 
million. 

ilr. Chairman, I have two statements: one from Mr. Devine, the 
I'anking: member of our committee, who coxM not stay here, and the 
other from the attorney general of the State of Illinois; and I have 
been asked if I would request permission for each of these statements 
to be inserted in the record, if there is no objection. 

Mr. RooNET. Without objection, that will be done. 
Mr. Fi/)Rio. Reference was made to the Bankruptcy Act and the fact 

that the StMes and localities have a lower pi-eference in terms of their 
positions. Do you know of anyone else whe has given thought to 
amending the bankruptcy law to put them in the same category as 
administrative costs? 

Ms. OAKAR. It is not the Bankruptcy Act. 
Mr. Fi/ORio. It is the Railroad Bankruptcy Act ? 
Ms. OAKAR. NO. At this time, we don't want to see the Federal Gov- 

ernment not collecting what is owing to it. And it is not a question of 
competition; it is a question of treating everyone equitably. 

jNIr. FLORIO. By saying that, you are implying you don't believe the 
assets are going to be enough to take care of the Federal Government's 
claims as well as the State and local governments' claims? 

Ms. OAICVR. I would not say that. 
Mr. Fix)Rio. If you don't say that, it seems to me that if we include 

all legitimate administration fees, then you wouldn't have any argu- 
ment or thei'e won't be any argimient that somehow the tax claims of 
the States and localities are going to be secondary. 

AVliat I am suggesting, I think: It would make a good argiunent 
that these were costs incurred through the course of the administra- 
tive period and therefore they should be on the same footing with 
Federal claims. 

Ms. OAKJVR. YOU know, Congressman, we did ask the Secretary of 
Transportation to take care of tliat. 
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Mr. FLORIO. He may not feel that it is within his discretion or his 
discretion may not be desirable or perliaps he doesn't have the power 
to do so. I am just inquiring as to whetlier any thought hjis been given 
to doing this legislatively. With one full swoop we could resolve the 
problem, and the money may not be there but, in terms of the actual 
procedura problem as to how to go forth to classify these debts as 
administrative expenses, presuming the monies were available to han- 
dle the added administrative expenses, if I am reading tilings cor- 
rectly that would take care of the problem. Tliank you, Mr. Rooney. 

Mr. RooNEY. I have no further questions. Thank you very much. 
Your testimony was excellent and your responses to the questions 
were very accurate and very candid and we appreciate very much your 
appearance hei-e. You have made a very significant contribution to the 
committee with respect to such statement, 

Tlie Cliair now recognizes our very distinguished member from the 
gi-eat State of New York. 

STATEMENT OF HON. BENJAMIN A. OILMAN, A REPRESENTATIVE 
IN CONGRESS FROM THE STATE OF NEW YORK 

Mr. GiLiiAN. Mr. Chairman, I am grateful for this opportunity to 
appear before the Subcommittee on Transportation and Commerce in 
support of H.R. 8882, a bill to guarantee notes issued to secure the real 
property obligations owed by Penn Central and other railroads. 

I realize that the committee has already heard extensive testimony 
and, with your permission, I will summarize my testimony. 

Mr. RooNEY. That my be done. 
Mr. GiLMAN. I have cosponsored and supported this legislation 

introduced by my distinguished colleague from Ohio, Ms. Oakar, be- 
cause of the firm commitment in this bill to provide our financially 
hard-pressed local, county, and State governments optimum security 
for tax relief for the real property obligations owed by Penn Central 
and other railroads. 

In sum, this bill amends the Regional Rail Reorganization Act of 
1973 by providing Federal guarantees for notes that the Peim Central 
Transportation Corp. proposes to offer to our local and State taxing 
districts in lieu of delinquent taxes owed by the bankrupt railroad and 
its lease lines. 

The long and complicated litigation surrounding the Penn Central 
bankruptcy has ensnared local, county, and State goverumonts in a 
perplexing fiscal dilemma not of their own making. I speak of the 
approximately $oOO million in delinquent taxes tliat these tax districts 
are attempting to secure from Penn Central. In my own *2iith Con- 
gressional District in the State of New York, at least 17 Uixing au- 
tliorities report tiiat Penn Central owes them collectively over $1.7 mil- 
lion in unpaid taxes. For these financially hard-pressed towns and 
counties, struggling to maintain adequate municipal services, while 
at the same time attempting to stem the current upward spiral of local 
tax rates. Penn Central's tax debts continue to exacerbate the fiscal 
pliglit they are experiencing. 

The legal imbroglio in which the current claim to Penn Central back 
taxes is rooted stems to a large degree from the Penn Central bank- 
ruptcy in Jime 1970 and the subsecjuent issuance of order No. 70 by 
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tlie reorganization court on October 26, 1970. That order permitted 
Penn Central to defer payment of State and local taxes and enjoinetl 
State and local taxing authorities from taking any actions to collect 
these back taxes. 

From the date of entiy of order No. 70 to the end of 1976, nmnerous 
State and local taxing authorities were engaged in extensive litigation 
attempts to reverse or modify order No. 70, and failed. 

In an effort to stem further suits contesting order No. 70. the 
trustees of the Penn Central Transportation Co. entered a petition 
seeking authority to compromise payment of unpaid taxes. Over the 
objection of more than 25 taxing authorities—including the city of 
New York, the Cleveland Board of Education, the city of Phila- 
delphia, and the State of Maryland—the compromise was approved 
by the i-eorganization court on April 22,1977, as order No. 2922. Order 
No. 2922 is currently being appealed. 

The key provisions of order No. 2922 translate into the following: 
(1) On all tax claims for which the principal amount equals $10,000 
or less, Penn Central trustees are directed to pay 100 cents on the 
dollar; and (2) payment of 50 percent of the postLankniptcy princi- 
pal amount or 44 percent of both post- and pre-bankruptcy claims, 
whichever is the larger amount, on all tax claims above $10,000. 

Widespread dissatisfaction exists over this proposal. Indeed, a 
national coalition has been formed of local, county, and State officials 
who are fighting this compromise in the U.S. district court in Phil- 
adelphia- This coalition has lobbied extensively in support of H.R. 
8882, and I might add that Ms. Oaker's legislation has also received 
the endorsement of the U.S. Conference of Mayors and the American 
Federation of Teachers, who, I believe, will be testifying later tliis 
afternoon. 

H.R. 8882 is the legislative complement to a settlement proposal 
now before Judge John A. FuUam of the U.S. district court in Phila- 
delphia. This proposal would provide for an immediate 20-percent 
cash payment and would allow the remaining 80 percent to be paid 
through the issuance of Penn Central notes. H.R. 8882 would i)ro- 
vide Federal guarantees for these series C and series D notes. 

"What would passage of H.R. 8882 mean to those local, county, and 
State governments whose fiscal troubles have been compounded by 
Penn Central's delinquent taxes? As I indicated earlier, Penn Central 
owes taxing districts in New York's 26th Congressional District back 
taxes approximating $1.7 million. H.R. 8882 would provide those 
municipalities an optimal opportunity for securing full payment of 
these back taxes. "Without this legislation, tlie majority of these tax- 
ing districts would be forced to settle for approximately half this 
amount—and in some cases less—under the terms of the Penn Central 
compromise. 

I believe passage of H.R. 8882 to be a just and equitable solution to 
the matter of Penn Central's delinquent taxes. To furtlier buttress 
this contention, I refer to the case of the village of Maybrook in my 
home congressional district. 

The village of Maybrook is owed $65,289.67 back taxes by the Penn 
Central Transportation Co. If the village of Maybrook is forced to 
accept the Penn Central's offer in compromise, Maybrook stands to 
receive only 44 percent of the above-mentioned amount, or $28,727.45. 
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However, if Congi-ess passes legislation such as H.R. 8882, provid- 
ing for Federal guarantees, tlie village of Maybrook could elect to 
take 20 percent cash offered by Penn Central together with promis- 
sory notes for the balance of $65,289.67 and then negotiate these 
notes in the market which would be created by virtue of the Federal 
guarantee. 

^foreover the plight of the village of Maybrook is particularly diffi- 
cult wlien on realizes that, as a result of the bankruptcy of the New 
Haven Railroad, the village of Maybrook lost approximately $120,000 
in unpaid taxes. The paper issued to the village of Maybrook as a re- 
sult of the New Haven bankruptcy was completely worthless. 

In considering the merits of H.R. 8882, there emerge two hijihly 
salient questions to which we must address ourselves: (1) "\Miy 
should the Federal Government intervene in this case, guaranteeing 
the large-.scale tax debts of a private corporation and (2) what is the 
likelihood that this Federal guarantee will—if we were to assume that 
these delinquent taxes were not paid—eventuate into a huge finan- 
cial burden to be borne bj' the Federal Government ? 

In responding to the first question, I would point out that the case 
for Federal intervention can be tied in no small way to the Federal 
Government's culpability for the existence of those delinquent taxes 
as a ix^sult of Washington's initiative in reorganizing the railroads. 
The Regional Rail Reorganization Act of int.*? created ConRail. the 
federally related corporation which has supplanted the old rail lines. 
Those railroads included in the Reorganization Act wore required 
to continue operations until conveyance could be effected. Moreover, 
claims for repayment of Federal grants and loans—211(h) loans en- 
abling railroads to continue operations—were established as not sub- 
iect to any reduction and superseded all other administrative claims, 
including State and local taxes, on the estate of the railroad in 
reorganization. 

Tliis arrangement, even allowing for good intentions, has created 
the anomalous situation of State and local taxing districts' subsidizinfr, 
in effect, the reorganization of those railroads that had failed. This 
onerous burden has only intensified the already precarious fiscal situ- 
ation of State and local governments sekingto maintain vital services 
and high quality school sj'stems. 

Correspondence I have received from David Gubits, the attorney 
representing the village of Maybrook, illuminates not only the need 
for a Federal guarantee but also the glaring inequity that will con- 
tinue if such a guarantee is not forthcoming. As Mr. Gubits 
asseverates: 

We beUeve that the lo^s of the approximately $120,000 in unpaid taxes as a 
result of the New Haven Bankruptcy Is more than stifficient .subsidy of the 
Nation's railroads by the \illage of Maybrook. It would only 1H> fair at this time 
for the Federal Government to guarantee the Penn Central notes so that the 
villaKe of Maybrook can l)e assured of nearly complete payment of its tax claims. 

I know that I need not remind you of the devu-xt-stinfr effect on the village of 
Maybrook of the Poughkeepsie Bridge fire. Maybrook has borne much more than 
its fair sliare of carrying our Nation's railroad/?. It is time for the Federal Gov- 
ernment to give some minimal aid to the village of Maybrook in the form of 
guarantees for the Penn Central notes. 

And. by way of notation, the village of Maybrook did Imve a 
marshalling yard that was closed down completely as a result of the 
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Poughkeepsie Bridge fiio, a bridge that has not been repaired by 
C«nRail, despite some prior promises. 

Mr. RoojTEY. Have there been any other private corporations in the 
Aillage of Maybrook or in your district that might have gone bankrupt 
during the la.st 5 or 10 years ? 

ifr. GiLMAX. Yes; several others. Tlie Erie Lackawanna Railroad, 
the New Haven Railroad, and Hudson Railroad, which is involved in 
rail reorganization and which was dried up primarily because of the 
Poughkeepsie Bridge problem. 

ilr. RODNEY. HOW about W. T. Grant? 
^Ir. GiLMA V. And the Grant Co. has also gone bankrupt. 
^Ir. RooNEY. Do you think the Federal Govomnient should guaran- 

tee tiieir taxes also? 
Mr. Gii.MAN. No: but the Federal Government didn't intervene to 

place "VV. T. Grant in a position wliere it liad to withhold action or 
witliold their business reorganization as a result of Federal Govern- 
ment involv^ement. 

I would think that that gives some basis for the Federal Government 
involvement in such a giuirantee since the Government did intervene 
and take on the ownership of the railroad and placed the local munici- 
palities in a position of taking a secondary position. 

ilr. RooNEY. But the New Haven went bankrupt and you have lost 
$l'2''.OflO. and now the Penn Central is even giving you the option of 
taking 50 percent. 

Mr. GioiAN. Less than 50; I guess about 40 percent at this point. 
Mr. RooNEY. But they are gi^•ing you that option and they are not 

forcing you. 
i[r. GiLMAN. Of course, it places the municipalities in a very diffi- 

cult position to have to make a decision to accept something less thaii 
100 cents on the dollar and come back to the electorate and state that 
that is the very best, that they could do at this time. 

Mr. FLORIO. Does New York State have a law such as New Jersey 
has that you cannot compromise tax claims? Do j'ou have authority 
in this municipality to accept the 50 percent ? 

^fr. GiLMAx. I am not certain, Afr. Florio. 
Air. FLORIO. It highlights another problem: that in my own State— 

and, T suspect, in other States—we don't have the authority to do that 
without State legislation. Now. it may well be that the State legislation 
is not forthcoming and municipalities will be faced with a choice that 
tlioy cannot accept and they cannot accept either of the two options, in 
wliicli case the only two options available could not be accomplished 
legally, and it seems to me that unless .something is done they will get 
nothing and they will have no recourse. 

Mr. GiLMAN. I think the gentleman raises a very good point, and I 
am frank to say I don't Icnow the answer but I will try to provide the 
conunittee with a response to that inquiry so that you will have the 
benofit of the status of New York legislation. 

Mr. FLORIO. Thank you. 
Mr. GiLMAX. We come now to the question concerning the possibility 

tliat such a Federal guarantee of Penn Central's notes would become 
actual obligations the Fedei-al Government would be forced to assume. 
Extensive research conducted by Ms. Oaker reveals that the possibility 

28-651—78 3 
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that a gnarante* would cost tlie Federal Government any money is 
quite small. Indeed indications are that, as the reorganization plan is 
concluded and Penn Central properties are valued, the delinquent taxes 
in question will be paid in full. The guarantee would be activated in 
the instance of a shortfall. Again, however, all key signs indicate that 
the possibility of a shortfall is slim. 

The Unitetl States Railway Association—^USRA—which is repre- 
senting the Federal Government in the complex i-ail reorganization 
and litigation, has submitted that this litigation has made gi-eat strides. 
While the road ahead is long and the end not yet m sight, the USRA 
nevertheless expects pi-ogress at a good pace. Indeed, the trustees for 
Penn Central also indicate that there will be a successful reorganiza- 
tion. 

In closing, I wish to point out that the guarantee provisions em- 
bodied in H.R. 8882 are both warranted and fiscally prudent. Our 
State and local taxing authorities should not be subject to the current, 
inordinately advei-se effects surfacing, in part as a re-sult of the Rail 
Eeorganization Act, a product of congressional design. 

A Federal gruarantee would provide these Penn Cejitral notes the 
credibility they would need in an investment market place. It is only 
through such a guarantee that State and municiii>al governments can 
bo accorded an equitable adjustment to the fiscal injustice to wluch they 
have been subjected. 

I want to thank the Sulxiommittee on Transportation and Com- 
merce for examining this issue and for the opiwrtunity to appear 
before you today, and I hope that you will act favorably on this 
measure. 

^Ir. RooNEY. Thank you very much for your vei-y Rnc testimony. 
Mr. FLOUIO. I think it was very useful to get the case study approach 

that Mr. Gilman provided to us to see the impact upon a relatively 
small municipality. 

Mr. GILMAN. I thank the gentleman. 
^Ir. RooxEi". Thank you verj^ much. 
Without objection, the Chair wishes to place in the record, as though 

read, the statements of Congressmen Edward P. Boland of Massachu- 
setts, Samuel L. Devine of Ohio, Silvio O. Conte of ISIassachusetts, 
Donald .T. Mitchell of New York, Staidey N. Lundine of New York, 
and I )ouglas Applegate of Ohio. 

[The statements referred to follow:] 

STATEMENT OF HON. EDWARD P. BOLAND, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF MASSACHUSETTS 

5Ir. BOLJ\ND. Mr. Chairman, I appreciate the opportiuiity to express 
my support for the legislation introduced by my colleague. Congress- 
woman Oakar. 

I am concerned that the States, cities, counties, and towns of our 
Nation—especially those in the Midwest and Northeast, are being 
made to bear an unfair financial burden as a result of the federally 
mandated reorganization of the railroads. At the time of its bank- 
ruptcy in 1970, the Penn Central Transportation Co. owned a sub- 
stantial tax debt to a great number of State and local taxing districts. 



31 

The Federal district court which is hearing the bankruptcy case for- 
bad Penn Central from paying any of the tax claims until that court 
ordered payment. In the ensuing 7 yeare, the interest on the tax debt 
has caused"^ the total debt to swell to $500 million. In the State of 
Massachusetts alone, the amount due is $24.2 million. This money is 
desperately needed to finance the operation of schools and local gov- 
ernment in the communities to which the debt is owed. The question, 
Mr. Chairman, is how these communities collect what is due. 

Two alternatives are being oti'ercd by the Pe:m Central. The com- 
munities can accept 50 cents on the dollar as full payment for what 
they are owed or they can accept 20 percent of tlie debt in cash and the 
remaining 80 percent in tlie form of interest-bearing notes. As the 
existence of the debt is uncontested, it does not appear just that the 
communities should have to settle for only half of what they ai-e 
entitled to receive. The second alternative is clearly preferable but it 
contains a significant drawback, since the notes do not mature until 
1987. WTiile it appears that the notes are good, the bad reputation 
of the Penn Central in the business community is a major impediment 
to their marketability. If the local taxing districts are forced to wait 
until the notes mature for full payment, they will have spent at least 
17 years trying to prepare budgets with the knowledge that they were 
entitled to more fimds, but that those funds were unobtainable. Mr. 
Chainnan, those districts should not be made to sacrifice any longer. 

Since the Federal Governjnent has played a role in the continuation 
of this dclav, it seems appropriate that it play a role in the termina- 
tion of the delay. Congrcsswoman Oakars bill would accomplish this 
objective by requiring the Federal Government to guarantee the notes, 
thus insuring that the taxing districts could market them quickly and 
receive full value in return. This moasuit; would not place the Federal 
Government in the position of assuming the Penn Central tax debt 
because the notes are secured by Peim Central assets. It would merely 
require that those assets be used to pay off some of the company's bills. 

I submit, Mr. Chairman, that the economic stimulus which this legis- 
lation will produce, in areas of our Nation in which such a stinndus 
is sorely needed, mandates our support of it. The time for legislative 
action is short, however, as the local taxing districts must choose 
between the available options by October 22, 1977. Since Senator 
Weicker has introduced a bill with exactly the same language in the 
Senate, I hope that a resolution of this matter cjin be achie\'ed in 
enough time to prevent the taxing districts from feeling compelled 
to choose the half payment option. 

In conclusion, Mr. Chainnan. I would urge the members of the 
subcommittee to carefully consider the benefits to our conmmnities 
and States which will flow fi-om this legislation, and to report it 
favorably to the full committee. 

STATEMENT OF HON. SAMUEL L. DEVINE, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF OHIO 

Mr. DEVTNE. Mr. Chairman, one always likes to support legislation 
which will bring financial gain to his OAvn jurisdiction. ILK. 8882 
would bring financial gain to each of the tliree counties in my district. 
I gave long and serious consideration as to whether or not I should 
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sponsor H.E. 8882. I came to the conclusion tlmt I could not because 
in my j.^feinciit, it sets an extremely dangerous precedent for the 
United States. If we wore to guarantee the payment of taxes in tlus 
case, we would l)e asked to do so in the case of every other bankrupt 
company which owes real property taxes. Wo would lx> asked to 
guarantee the payment of taxes for the bankrupt yV. T. Gi-ant Co., 
the Kol)ert Hall Co., and thousands of other businesst>s wliich amiually 
go banknipt in the United States. 

I realize that the people in my district have suffei-ed l)ecause the 
Penn Central and other banlvrupt railroads ha\c not paid property 
taxes. In my district, school districts have often l>een the hardest hit 
because of their reliance on the i-eal property tax. Today. I luivo intro- 
duced a bill which will provide relief to State and local govermnents 
who are owed back taxes bv l)ankrupt railroads. Depending upon the 
facts in a particular jurisfliction, the relief I propose, will cover all or 
part of the loss sustained by the jurisdiction. My bill will give civdit 
to those State and local governments to accept the settlement proposed 
by the bankrupts. The amount of credit will IK? equal to the amount of 
Eroperty tax owed minus the amount received in settlement from the 

ankrupts. The credit can be applied to tlie State or local govem- 
ment's share of any rail continuation sulisidy. In short, my bill will 
eliminate or ease the financial burden on States and hx-al govcnuuents 
while at the same time it encourages Ix^ttcr railroad service. 

I realize there may be inequities under my proposal. Therefore, my 
bill requires USRA to report to Congi'ess within 6 months on the fair- 
ness and equitv of the State and local tax settlements. Should USRA 
fiiid that additional relief is due the States, we could at that time 
consider the advisability of such relief. 

Mr. CHAiRStAN, I believe my bill is fair and equitable and it avoids 
the dangerous pitfalls and disad\Tantages of H.R. 8882. Among other 
things, unlike H.R. 8882, my bill would not affect the reorganiza/tion 
plan of the Erie Lackawanna, Lehigh Valley, and Reading Railroads 
which have not yet even been filed in the court. H.R. 8882 would 
assure that their reorganization plan would provide State and local 
taxing authority with $1 at most and leave Uncle Sam holding the 
bag for over $80 million. 

STATEMENT OF HON. SILVIO 0. CONTE, A REPRESENTATIVE IH 
CONGRESS FROM THE STATE OF MASSACHUSETTS 

Mr. CoNTE. Mr. Chairman, I appreciate the opportunity to appear 
before your committee today to discuss a matter that is of vital im- 
portance to many of the small communities in 16 States. I am referring 
to the compromise currently being considered to settle the State and 
local taxes owed by the now-bankrupt Penn Central Railroad. As the 

•chairman knows, there are two proposals being discussed. The first 
compi-omise proposal put forward by the trustees of the Penn Con- 
tnvl estate, offers the taxing authorities the option of settling all past 
tax claims through Deceml»r 31, 1976, by accepting 50 percent of the 
principal amount for the postbankruptcy period, or 44 percent of 
the principal amount for all past due taxes, both pre- and post-bank- 
ruptcy, whichever is the greater amount. The second proposal, also 
put forward by the trustees, would provide for an immediate cash 
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pavment of 20 percent of the debt owed, and the remaininf; 80 percent 
to Ibe paid through the issuance of Penn Central notes bearing interest, 
to the affected parties. However, the obvious problem witli this option, 
is that the States would suffer serious delay, since the notes would not 
mature until 1987. This is a full 17 years since the States and local 
governmental units would have been able to rxjllect on what Pemi 
Central has owed since 1970. It is obvious that these notes Avould not 
resolve the immediate necessity of injecting money into tlie local 
economies. To be effective, the notes would have to be worthy of mar- 
keting. By borrowing on these notes, the local units of government 
would be able to boost their economies, while preserving their riglit 
not to compromise on the taxes owed to them by the railroad. Thus, 
both worthy purposes would be served by this legislative proposal. 

Mr. Chairman, for this reason, I was pleased to cosponsor the bill 
introtluced by the gentlewoman from Ohio, Ms. Oakar. This bill 
would amend the Regional Rail Reorganization Act of 1973 to au- 
thorize the Secretary of Transportation to guarantee notes issued to 
States and local taxing authorities to secure payment of real property 
tax obligations owed by the railroad. 

The thrust of the bill is to provide the extra margin of assurance 
to these notes, so that they will be deemed a sound investment. The 
bill only adds tlie "full faith and credit" of the Federal Government 
to these notes. It should be stated that the notes are deemed "good" 
at this time. The only real problem associated with them is the advei-se 
publicity that the railroads have received recently has made the notes 
suspect to some. This bill is designed to remove all traces of suspect. 
With this backing, the State and localities will be able to pureue this 
taxpayment compromise involving the issuance of Penn Central 
notes. 

Mr. Chairman, the timing of this proposal could not be better. The 
localities involved are in an economic slump. The Peim Central owes 
over $500 million, in aggregate, to the taxing authorities. In my State 
of Massachusetts alone, the railroad owes some $24.2 million, of which 
the city of Boston is entitled to $13.5 million. This sum will be of 
tremendous benefit to the localities, in their efforts to tiim around the 
local economies. It is estimated that over 60 pei-cent of these moneys 
will go immediately into the economy, in the form of salai-y payments 
and other vital needs. This will allow the so-called multiplier to work, 
with its immediate and direct benefits on the economy of the locality. 

I should again stress tliat this money is an outstanding debt of the 
railroad, one owed since 1970, and thus is not a form of Federal pay- 
ment assistance to the governmental units. The bill, of which I am 
cosponsoring, will allow the units of government to successfulh* mar- 
ket these notes, thus realizing the immediate benefit. 

Mr. Chaii-man, I would be remiss not to mention the fact that some 
of the governmental units, which are currently can-ying the Penn 
Central tax debt, are constrained by their options. Some of these imits 
are, by law. forbidden from accepting any compromises on tax debts. 
It appears that the affected areas in my State of Massachusetts fall 
under this category. Thus the onlv option available to them is the 
one involving the acceptance of the notes. This only reinforces my 
comments on the urgent need of this legislation. 
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Mr. Chairman, I urge your committee to expedite your considera- 

tion and action on H.R. 8882, as time is of the essence. With the 
support of your committee and tlie Congress the affected areas will 
receive an immediate and long-lasting boost in the local economies, 
without the direct payment from the Federal Government. In behalf 
of the residents or these areas, I urge your committee s favorable 
approval of this legislative proposal. 

Thank you, Mr. Chairman. 

STATEMENT OF HON. DONALD J. MITCHELL, A REPRESENTATIVE 
IN CONGRESS FROM THE STATE OF NEW YORK 

Mr. MrrcHEiXi. Mr. Chairman. I appreciate this opportunity to pre- 
sent testimony in support of H.R. 8882. 

My advocacy of this measure resulted from a careful analysis of 
the Federal involvement and responsibility for the problem the bill 
is intended to help solve. 

Quite frankly, I am not one who suggests a "Federal solution" to 
eveiy problem that comes our way. More often, I prefer to have the 
initiatives for corrective action come from the local or State level. 

However, there are those cases where the evidence, to justify a posi- 
tive conjrressional response is so compelling ns to qiiiokly eliniinnte 
any doubts about the need for one more plan from Washington. We 
have such a case before us. 

The bankrupt Penn Central Transportation Co. has a $tOO to $500 
million outstanding tax liability to hundreds of local goA'emments 
and school districts, an outstanding tax liability that has been on th© 
books since 1970. Even the most casual observer of the financial diffi- 
culties facing local governments and school districts knows they are 
hard pre.ssed to continue even basic services, let alone attempt to 
broaden the horizon of sendees to include emerging areas of proven 
need. Their problem, in a word: Money. Penn Central owes them 
money for back taxes. They want to collect. We have an obligation 
to help. 

Wlien all is said and done, we can't escape the vital fact that it was 
Congress which contributed to the tax delinquency which now exists. 

By previous legislative action. Congress subordinated the debts 
owed local governments and school districts to the outstanding obli- 
gations due the Federal Government. The Federal district court has 
prohibited the payment of back taxes. 

Consequently, since June 21, 1979, when the Penn Central Co. filed 
a petition for reorganization under section 77 of the Banknipcty Act, 
himdreds of millions of dollars have been due to local governments 
and school districts bv Penn Central for back taxes. Approximately 
one-third of the total is owed to iurisdictions in my own State of 
New York and a sizable portion of that amount is owed in the 31st 
District. 

The legislative proposal before us for consideration does not repre- 
sr^nt a bailout or yet another example of an already hpavily indebted 
Federal Government pickini? up another massive tab for someone. 
In reality, it is a low-risk, hijrh-benefit plan which more than likely 
will not deplete our Xational Treasury at all. 



86 

"We all know the present situation. Penn Central has offered its 
debtors one of two alternatives—take 50 cents on the dollar in full 
settlement of the total tax obligation or accept 20 cents on the dollar 
now with the remaining 80 cents coming in the form of 10-year notes 
maturing in 1987. Not unexpected is the quandary facing decision- 
makers in local governments and school districts. Naturally they want 
100 cents on the dollar and have every right to expect no less. But 
can they afford to gamble? With the "bird m hand" theory very much 
in mind, some might conclude it would be better to take what's offered 
now and wipe the slate clean rather than venture into a sclieme under 
which promises are made on a piece of paper of questionable value 
in money markets. 

I tliink we should take action to eliminate the roll of the dice aspect 
of the second option by passing this legislation providing a Federal 
guarantee for those notes. 

It sliould be note/l that unlike some other Federal guarantee pro 
grams under which the i-isk factor is extremely high and ultimately 
we have to make good the pajTnent of money to back up that guaran- 
tee, in the case before us the likelihood of tliat happening is remote. 
Penn Central is not without assets, its nonrailroad holdings are ex- 
tensive. The famous "Waldorf Astoria Hotel in New York City comes 
umnediatcly to mind. 

I'm confident, in the event the worst happened, the nonrailroad as- 
sets would be liquidated and the proceeds used for the notes payoff 
before the Federal guarantee would be activated. 

In sinnrnary. what we will lie doing by passing tliis vital legislation 
is extending a helping hand rather than rubberstamping another hand- 
out. It makes sense to me. It means urgently needed dollai-s to our 
financially hard pressed local governments and school districts. 

Time is running out. Action is needed. Soon. The day of decision, 
October 22. will soon be upon us. I know Congi-ess is able to act with 
dispatch when a clear-cut case for such a followthrough has been 
made. It's my hope you will share my view that suOh a case has in- 
deed been made. Thank you for the demonstration of concern evi- 
denced by these hearings. 

STATEMENT OP HON. STANLEY N. LUNDINE, A REPRESENTATIVE 
IN CONGRESS FROM THE STATE OF NEW YORK 

^fr. LuxDiXE. Oiairman Rooney, I wish to express my support of 
H.R. 8882 to provide Federal guarantees for notes offered by the Penn 
Central Transportation Co., as payment for delinquent taxes. I would 
refiuest that this statement be included in the record of the hearings. 

Because I represent a congressional disti-ict which is primarily an 
Appalachian progi-am area, I am acutely aware of the hardi^hips faced 
by many school districts and other taxing authorities as a result of the 
large siuns of money owed to them in delinquent Penn Central taxes. 
Dunkirk, N.Y., iust one small city in my district, is entitled to over 
$176,000 from Penn Central. This does not include interest, or penal- 
ties. The State of New York and its politiail subdivisions are owed 
nearlv $150 million by the banknint railroad. 

It is unfair to allow Penn Central to evade its financial obligations 
by offering just 44 to 50 cents on the dollar. To ask creditors to accept 
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such a tremendous loss is a flagrant injustice. The severe economic 
situations faced by many communities could be alleviated in part by 
payment of the moneys owed to them. 

i am extremely concerned about the unfortunate situation created 
by Pemi Central. I would hope that your subcommittee acts promptly 
and schedules a markup of this legislation at the earliest possible date. 

STATEMENT OF HON. DOUGLAS APPLEGATE, A REPRESENTATIVE 
IN CONGRESS FROM THE STATE OF OHIO 

Mr. APPIJMATE. Mr. Chairman, my name is Douglas Applegate and 
as a U.S. Congressumn, I represent the 18th Congressional District of 
Ohio. 

I come before this committee of my distingtiished colleagues to 
urge favorable consideration of H.R. 8882 on behalf of not only the 
Stale and local governments that I represent, but also those pcoi)le 
who live within these govonmiental jurisdictions. 

As we all know, the purpose of tliis bill is to ameiid tlie Regional 
Rflil Reorganization Act of 1973 to authorize tlie Socretan.' of Ti-ans- 
poitation to guarantee notes issued to Sta.te and local taxing au- 
tliorities to secure payment of i-esil property tax obligations owed by a 
railroad in reorganization. 

I believe it would be somewhat repetitious and redundant for me to 
sit here before this committee and describe the circumstances that led 
to the necessity of this type of legislation. We are all only too familiar 
with the detcrioi-ating financial condition of the Penn Central Rail- 
road system that has led to that firm's inability to pay real property 
taxes to literally hundreds of our lower level governmental units. 

"WHiat I would like to express to this committee is the evident need 
for this bill and Government-guaranteed notes. Let me cite examples 
that are relevant to Ohio and, in particular, that State's 18th Congres- 
sional District. 

I represent a district, composed of 9 of the total 88 coimties of the 
State. According to the figures that I received from the Boaiil of 
Trustees of Penn Central Railroad, my district is owed a total of 
$5,971,304.65. A breakdown of this total on a county basis follows: 

NINE COUNTIES REPEESENTEai 

Belmont        .$465, ftvj. (59 
Carroll          136, 024. 48 
Colmnblana  1, 546, 42C. 05 
Guernsey           25, 002. 27 
Harrison         963, 93.5. 03 
.Teffereon    1,804, 894. 01 
Monroe          21, Sf'.Q. G4 
Xohle  9, 795. 64 
Tu.'icarawas       997,054. 69 

On a statewide basis, the board of trustees claims to owe $79 million 
to Ohio and its govornnient.s. This figure compares to other estimates 
of $80 to $90 million. But even assuming the lesser figure to be correct, 
this is an ovenvhelming amount owed, esijecially to those juri.sdic- 
tions which are considerably less than affluent. 

These tax moneys are needed, and needexi now, in order for local 
governments to provide the basic services that our citizens have come 
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to expect. But. obviouslj-, upon examining the financial reports of 
Pcnn Central, it is highly unlikely that the company will be able to pay 
its tax debt to our oomnumities. This is the reason why legislation 
sucli as H.R. 8882 is so necessaiy. 

Grantetl, it would be much better if the company could jiay their 
own bills without any type of Federal Grovermnent fiimncial involve- 
ment, but we all know this is impossible. 

!Nrr. Chairman, in light of the facts as I have presented them and 
of the pleas I make here today on behalf of tlie people I represent, I 
urge you and the members of this forum to report the bill H.R. 8882 
favorably to tlie Committee on Interetate and Foreign Commerce in 
thf^ hopes that they, too, will approve of it. 

Tliank you. 
Mr. RooxEY. Our next witness will be Mr. John E. Cosgrove, direc- 

tor of legislation, Public Employee Department, AFL-CIO, Washing- 
ton. D.C. Accompanying Mr. Cosgi'ove will be Mr. Frank Sullivan, 
president of the Philadelphia Federation of Teachers; vice president 
of tlie American Federation of Teachers, AFL-CIO, Philadelphia, Pa. 

STATEMENTS OF JOHN E. COSGROVE, DIRECTOR OF LEMSLATION, 
PUBLIC EMPLOYEE DEPARTMENT, AFL-CIO, AND FRANK SULLI- 
VAN, PRESIDENT, PHILADELPHIA FEDERATION OF TEACHERS; 
VICE PRESIDENT, AMERICAN FEDERATION OF TEACHERS, AC- 
COMPANIED BY GREGORY HUMPHREY, DIRECTOR OF LEGISLA- 
TION 

^Ir. CosGROvE. "We appreciate the opportunity to testify on H.R. 8882 
which we support on belialf of our department's 29 national AFL- 
CIO unions which represent, in turn, over 1.5 million public em- 
ployees. 

I am John E. Cosgrove, legislative director of the public employee 
department. 

This legislation, addressing bankruptcy and reorganization prob- 
lems of the Penn Central Railroad, is of immense importance to some 
2.5.000 taxing authorities—counties, cities, and school districts in the 
Xortheast quadrant of the United States and, accordingly, to the hun- 
dreds of thousands of public employees who work for them. 

Penn Central, wliile in bankruptcy, i-etains substantial properties. 
It also retains over $400 million in tax liabilities to local governments. 
The referees managing the bankruptcy have suggested settlement of 
tax liabilities at a SO-percent discount which would, in effect, deny 
school districts and major Northeast cities, such as Cleveland, Chicago, 
Philadelphia. New York, Boston, and Toledo, one-half of the amoimt 
owing to them. The tax liens which would normally attach to the 
projierty of a bankrupt citizen, to satisfy the tax debt, appear not to 
apply in this case. To us this denies the principle of the equal protec- 
tion of the law, when a huge corporation receives favored treatment. 

Tlie nonrailroad assets of Penn Central, including the Waldorf- 
Astoria Hotel and other profitable and valuable holdings, should 
ultimately provide for the payment of the debt on a more equitable 
basis. 
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In these circumstances we are urging the affected tax jurisdictions 
to refuse the 50 cents-on-the-dollar offer and pursue court actions if 
necessary to enjoin any such settlement. In addition, however, we 
need congressional and administrative action. One of these actions 
should be passage of H.R. 8882 to permit the Federal Govei-nment to 
provide for guarantees of notes issued by the corporation to raise 
fimds to pay these debts until the bankruptcy is dissolved. 

Our executive board took this position at a meeting last Wed- 
nesday, September 21, 1!>77 and accordingly we urge this subcom- 
mittee and the Congress to take the action suggested. 

Mr. RooNEY. Thank you. 
Mr. Sullivan, you may proceed. 

STATEMENT OF FRANK STILLIVAN 

Mr. SULLIVAN. Mr. Chairman and members of the subcommittee, 
on behalf of the American Federation of Teachers, AFL-CIO, I 
want to thank you for calling this hearing on H.R. 8882, a bill which 
has great significance to hundreds of school districts in the Northeast 
section of the United States. 

As you are well aware, the bankruptcy and continuing reorganiza- 
tion of the Penn Central Corp. has created problems not only for 
those who coimt on the railroad to move their goods and those who 
have responsiliilitv for maintaining a viable rail transportation sys- 
tem, but now the Penn Central bankruptcy is affecting the educational 
opportunities of hundreds of thousands of sclioolchildren in some of 
our Nation's largest cities. 

My own city which I can describe best has just recently come 
through a period where it seemed possible and even likely that up to 
one-third of the employees of the Philadelphia Board oi Education, 
some 0,700 people, would be without jobs this September because of 
a $173 million deficit and a refusal by city banks to further finance 
the school system debt. 

The district's response besides the previously mentioned termina- 
tions was to propose closing 32 schools, doing away with all tran,s^ 
portation and food services, eliminating guidance and counseling serv- 
ices, extracurricular activities (including sports), summer schools, 
evening schools, libraries, and finally and most ironic, elimination of 
ma^et school programs at exactly the time when the Federal Gov- 
ernment is pursuing a more aggressive school desegregation policy 
and using the threat of fimd cutoffs as a weapon. Most of this poten- 
tial disast-er was averted by the last minute financing of a State aid 
package to help the school system. 

Philadelphia, however, is not yet out of the woods, and it is ob%nous 
that new revenues will be neeide<i to solve the financial dilemma. One 
of the first places the city should look is at outstanding debts. While 
no one except the railroad really knows what it owes to tihe local taxing 
jurisdictions, there is rejison to believe that pavment in full of these 
back taxes could make a significant difference to the education pro- 
gram being offered to schoolchildren in my city and in other cities 
throughout the country. 

As we look at other cities, before this year is out, we in Philadelphia 
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may end up appearing as lucky compared to what is happening cjso- 
•whl-re. For example, the Toledo school system which is also a creditor 
of the Penn Central will be closed from now until the end of the year 
because of a State law in Ohio which prohibits operating in Ohio 
witli a deficit. Last year in Ohio, seven districts including Toledo 
were closed due to lack of fxmds. 

In Chicago, most teachers went without raises last year in order to 
help out in a financial emergency. This year a strike appears likely. 
These prospects are not assisted by the fact that businesses in the 
ChicAffo area have failed to pay $244.3 million in assessed taxes since 
1971 and g^i8.3 coming in 1976 alone. 

We don't know how much of that is owed b^ the Penn Central; 
we do know, however, that if the railroad paid its bills, it would be 
easier to offer an educational plan fair to teachers and students. None 
of tliis, however, would be reason enough to ask for congressional 
endorsement and passage of H.R. 8882, if it weren't for the fact that 
tlie ctirrent state of affairs was caused directly by Federal action. 
In most bankruptcy cases, taxes are considered as administrative costs 
and must be paid during reorganization. In the Penn Central case, 
howe\er, the Federal court has prohibited further payment of back 
taxes. The Rail Reorganization Act passed by this committee has 
placed the debts owed local govei-nments behind the obligations owed 
to the Federal Government. Tfhe so-called Friday Club which consisted 
of all the corporations creditors except State and local government 
was consulted frequently dui'ing development of tlie reorganization 
phiM. Tlie result was a reorganization plan to tlieir liking. 

State and local governments were not consulted, and many in fact 
were unaware of the railroads state of affaii-s until they received a 
clicck recently which amounted in some cases to less than 44 cents to 
the dollar. The alternative they now faced is accepting that offer 
which many cannot accept because of the State laws which prohibit 
settlement of taxes on a discount basis or accepting a cash settlement 
of 20 cents on a dollar and unsecured notes which mature in 10 years 
for the remainder of the debt. 

There is no doubt that the Penn Central has the resources to make 
good on all the notes its creditors hold because of its substantial non- 
rail properties and the sale of its rail holdings to ConRail. Un- 
fortunately, the financial reputation of the Penn Central Corp.. will 
make the unsecured notes virtually worthless in the securities market. 
This means there will be a 17-year wait in some cases before local 
governments collect the taxes owed to them. If any average citizen 
found themselves in such circumstances, their property would be 
seized and sold for back taxes and the matter would be quickly dis- 
posed of. Rut because of the Federal interest in maintaining railroad 
services, this is not an option State and local governments can exer- 
cise. Since the current state of affairs is largely the residt of Federal 
action, we believe the Government now has the responsibility to 
secure these notes and help State and local governments dispose of 
these back debts. 

Many cities are affected outside those we have mentioned. For ex- 
ample, large debts are owed to Boston. Cleveland, and Detroit, all 
school districts currently undergoing expensive school desegregation 
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plans. Pittsburgli and many other places in Pennsylvania arc also 
faced -with fiscal problems and outstanding debts. We hope the Con- 
gress will act to alleviate this injustice. It's time to stop the 7-year 
long practice of having State and local property taxpayers subsidize 
indirectly, the operation of a conglomerate like Penn Central. "\Vliat 
Avo ask for here is an application of tlie princiiile of equal protection 
of the law. Passage of H.R. 8882 would accomplish this goal. 

Thank you, and I would be happy to answer any questions. 
I would like to point out if the amount owed to school districts is 

something like $300 million, that is about as much as the Federal 
Government now spends on education for the handicapped in State 
giants. It is more than is involved for Government spending on de- 
.segregation aid. It is three times as much as the Federal Government 
spends on bilingual education and half as much as the Federal Gov- 
ernment spends on impact aid, so it is a significant simi of money. 

]\[r. EooxEY. Thank you, Mr. Sullivan. 
You state in your testimony that tlie school district had a deficit 

of $173 million, is that correct ? 
llr. StTLLWAN. Yes, sir. 
]Mr. RooNEY. I understand that the Penn Central has back taxes of 

school taxes due to the city of Philadelphia of $6 million. 
Mr. SuLLOA'AN'. That is one figure I have licard. 
ilr. KooNET. Isn't vour problem one of a long-range problem 

ratlier than the $6 million ? 
Mr. Suixiv.vx. We do have a long-range problem, that is true. But 

as a matter of fact, in trying to resolve that problem of $173 million— 
and we did not get it—we were aggregating grants and sums of 
money like $6 million here and $10 million there and $14 million 
somewhere else, so it is our feeling this is a significant amount of 
money. 

Mr. RooNEY. Are there any other large corporations in the city 
of Philadelphia that have delinquent tax claims against the city ? 

ilr. SuLLPVAX. I ha\'e not had the opportunity to study the tax 
picture. The city of Philadelphia is fairly successful in collecting 
delinquent taxes. 

^Ir. EooxEY. Mr. Cosgi'ove, you state that tlie nonrailroad assets 
of the Penn Central are valualjle and should ultimately provide for 
the payment of the debt. Is that correct ? 

Mr. COSGROAT:. Yes, sir. IMr. Chairman. 
Our impression is there is a capacity to earn here, and the possibility 

of payment of some of the debt is ]ircsent. 
Sir. EooxET. Then why should the Government have to guarantee 

these notes ? 
Mr. CosGROVE. The problem is the short-term issue; the immediate 

problem that is faced by the time structures as I understand it im- 
posed by the bankruptcy ))roceedings. 

Mr. HUMPHREY. If I could interject. 
My name is Gregory Humphrey, director of legislation for AFL- 

CIO. The problem is one of public perception. I have talked in a 
number of places about these notes to ditferent people, and whenever 

ou say Penn Central, I think it was most accurately characterized 
y an earlier witness here who said tliat in most cases accepting paper 

from Penn Central is the equivalent of accepting Confederate money. 
I 
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People loolv on Penn Central as a bankrupt corporation with little or 
no credibility, and to take those things would subject any public offi- 
cial to terrible second-guessing on the part of his judgment. 

Certainly as I understand it, these are unsecured notes, and to do 
that would seem to me for a public official on the local or State level 
to be a terrible risk. 

3Ir. RooxEY. Ms. Slikulski. 
Ms. MiKULSKi. I don't have any questions. 
Mr. RooNET. Thank you vei-y much. 
We appreciate your appearance before this committee this after- 

noon. 
Our next and final witness is Dr. Dana Rinehart, county treasurer, 

Franklin County, Ohio, Columbus, Ohio. 

STATEMENT OF DANA G. RINEHART, COUNTY TREASURER, FRANK- 
LIN COUNTY, OHIO 

Mr. RixEHART. Mr. Cliairman, Congrepswoman, knowing of your 
time constraints, let me Ixjgin by thaiiking you for inviting me to 
speak l)efore this sulx'omniittee. I a])preciate the opportimity to present 
a point of view held by nil of Ohio's elected county officials regard- 
ing tlie roorganization'of Peim Central Railroad. Wo seek congres- 
sional action to guarantee full payment of all property tax delinquent 
cies owed by Penn Central to Ohio and its 74 affected counties. 

If I might abbreviate my statement with your permission. 
yir. Ro(jxKv. Without objection, you may summarize your state- 

ment, and your statement will IxN-ome part of the record. 
Mr. RixEHAKT. I am just going to summarize parts so I don't repeat 

things that haA'c been said before. 
WTien the Pemi Central Transportation Co. sank into our Nation's 

largest banki-uptcy on June 21, 1970, some serious national problems 
arose which requiied the immediate attention of Congress. 

Considering tlie potentialh^ disastrous economic and financial con- 
sequences of liquidation of our country's largest, rail system. Congress 
moved quickly by enacting URSA and later the Regional Railway 
Reorganization Act. 

These acts provided the machineiy to insure the stability and con- 
tinued existence of railroads in the Northeastern portion of our coun- 
try. If the creation of ConRail and the lending of Federal money to 
restore rail transportation in the ^lidwest and Northeast had been 
the only thing that Congress had done at that time, it would have 
acted in a manner that most reasonable men would have applauded. 
But tliat was not all that Congi-ess did. 

Tlie property transfen-ed to ConRail was transfen-ed free and 
clear of our property tax liens, and it was tliat property, of course, 
which was security for most of Penn Central's secured creditors in- 
cluding local taxing subdivisions. 

By legislative fiat, therefore, Congress wiiwd out all property tax 
liens of localities in the 15 affected States, although law provides that 
re.al estate taxes are a first and best lien on real pi"operty. 

The result is localities like my own Franklin County, Columbus, 
Ohio, are at the mercy of Federal court in Philadelphia and the Penn 
Central trustees. 
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The wholesale transfer of Penn Central's real property to ConKail 
raised serious constitutional issues. Frankly, it amounts to a taking 
of pix)perty without the due process of law. 

Further, the transfer of our property taxes through the reorgani- 
zation scheme amounts to taxation without representation. Also, the 
taxing sulxlivisions have clearly been denied the fundamental piinci- 
ple or equal protection under the 14th amendment. 

Under the reorganization plan now being considered by Judge 
Fullam in Philadelphia, Penn Central is offering taxing subdiv-isions 
no more than 50 cents on the dollar for tax delinquencies. Take it or 
leave it. 

This is shocking. 
As tlie second largest claimant among the 1.5 affected States, Ohio 

is owed approxima/tely $80 million by Penn Central. Of that total, 
70 percent woxdd go to Ohio's school districts. 

I do not think I need to tell you how financially troubled our school 
systems are today, not only in Ohio but in many parts of the coun- 
try. A settlement in Ohio of 44 or 50 cents on the dollar will clearly 
result in the loss of millions of dollars for our school systems. 

T might add that one reason wiiv certain large school systems in 
Ohio are now in a financial bind is that Federal courts have mandated 
massive busing to achieve desegregation, with the bulk of the expense 
to be incurred by the school systems. The estimate<l cost of nmniated 
busing in Columbus, for example, is in excess of $20 million. 

Out of the approximately $4 million owed Franklin Coimty by 
Penn Central, nearly $2 million of that would go to the Columbus 
schools. I can guai-antee you that our school system would be most 
happy to have that money. 

Tlie obvious irony is that one Federal court orders school systems 
to take on a major financial re.sponsibility. while another court and 
Congi-css deprive our schools of revenues which are rightfully theirs 
and which could be used to bear part of the financial burdens of 
desegregation. 

^^^lat this all boils down to is that Congress has provided the ma- 
chinery for the i-eorganization of Penn Central nt the expense of local 
taxing authorities and. in Ohio, at tlie direct ex)>ense of our schools. 

An equally frustrating irony permeating this matter is that- al- 
thouerli Pen Central purpoiis to be bankrapt, it is in realitj' anything 
but bankrupt. 

Wliile it may be temporarily true that the assets of the Transporta- 
tion Co. may not equal its liabilities, a subsidiary—the Pennsylvania 
Co., alias Pennco—is a thriving, multimillion-dollar corporate com- 
plex. The company owns millions of dollars in the areas of recreation 
(amusement parks, wax museums, and the like),energy (pipelines and 
an oil company), and real estate (huge amounts of acreage, hotels, a 
sports facility and conference center, and a retreat). 

Last year, Pennco made $^S.7 million in profits, with estimates 
ranging higher than $100 million annuallv by the early lOSO's. 

To make the sad tale of Penn Central's "bankruptcy" even more 
amazing, Pennco has recently sold seven hotels and corporate build- 
ings in the heart of New York City's financial district for more than 
$100 million and is planning millions of dollai-s in other sales. 
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The list of operations and dealings goes on and on. Frank E. Loy, 
the president of Pennco, confidently says that Penn Central will be- 
come a billion-dollar corporation within a few years. 

Some people wonder if we are trying to "bleed a turnip" in our 
efforts to receive full payment of back taxes. Hardly. The Penn Cen- 
tral trustees are flinging millions of dollars up and down a tangled 
network of corporate avenues with the same vigor that an ordinary 
person usually does in a simple game of Monopoly. 

But this time the game is real, the stakes are high, and the losers— 
unless something ia done fast—will be the "little guys" in localities 
across 15 States and a lot of school districts which, in Ohio, are faced 
with closing their doors. 

Penn Central is one of the most complex multimillion-dollar orga- 
nizations in the world—and all but impossible for even an experi- 
enced lawyer to comprehend. 

Listen to words of Robert Blanchette, chairman of the Penn Central 
trustees. He says of Penn Central's tangled reorganization that "next 
to the Holy Roman Empire, it's the most complicated maze of orga- 
nizations and entities that my reading of history reveals." 

Blanchette is apparently the only pei-son that luiderstands this maze, 
and he understands it well enough to intimidate local taxing officials 
like us in Franklin County. 

As amazed as I am bv all of this, I was even more amazed to read a 
full-page ad one night last week in the Columbus Dispatch which had 
been purchased by ConRail and which I would submit for the record. 

Mr. RooN-ET. Without objection. 
[The information requested was not available to the subcommittee 

at the time of printing.] 
Mr. RixEiiART. The purpose of the ad, which I have right here, was 

to explain to taxpayers what has been going on in ConRail's efforts 
to rehabilitate the rail system. 

Toward the end of the ad, Congress is commended for rejecting the 
alternative of nationalizing the railroads. The ad says that Congress 
"decided that a private-sector solution was best and least costly to the 
taxpayers. For taxpayers would have to foot the bill if the bankrupt 
railroads were nationalized." 

Who is ConRail trying to fool ? It is clearly the intent of the re- 
organization plan that the taxpayers will indeed foot the bill through 
the loss in millions of dollars in tax delinquencies from which Penn 
Central has been exempted by congressional fiat. 

I do not think I need to tell you where an individual taxpayer or 
small business would end up if they tried to pay half or less of their 
taxes. 

Now, just how many papers has ConRail placed that ad in? And 
how much are they spending on this PR effort? The ad in the Dispatch 
cost approximately $2,500. 

I certainly must compliment the Penn Central trustees for their 
impeccable, brilliant strategy. They drew their battle plan with the 
finesse and guile that Rommel used to walk across northern Africa in 
1940 and have succeeded in all respects. 

The plan is as smooth as it is brilliant. I cannot escape a vision of 
the tnistees cackling in delight as they concocted their scheme, much 
like the witches in "Macbeth" when they cried "Boil, cauldron, boil!" 
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The reorganization plan is a fantastic example of "divide and 
conquer." It has successfully divided administrative claimants like 
myself, who are owed a total of $400 million, not simph' into 15 
separate States, but into the thousands of taxing subdivisions within 
those States. And they went one step farther. They even divided local 
subdivisions within counties b}' offering 100 cents on the dollar to 
claimants owed $10,000 or less, and 44 to 50 cents to all others. 

My main objective in appearing here is to communicate one message 
to Congress: we want our delinquent taxes owed by Penn Central to 
be paid in full. 

I am therefore urging Congress to take immediate action to guaran- 
tee payment to Ohio of 100 cents on the dollar for all of those taxes. 

The Oakar bill now before you is a step in the right direction. But 
more needs to l>o done. In calling on you lor action, I would also point 
out that we "little guys'' are in the mess we are in today because of 
the nature of the involvement of the Federal Government, through 
(^ongress and now the Federal courts. 

I salute Congress for attempting to deal with the serious, far- 
reaching problems and questions raised by the Penn Central bank- 
niptcv. But, on l>ehalf of my constituents, I must also chastise it for 
allowing the best interests of the local subdivisions to be steamrollered 
in the solution. 

Let me also point out that, in bringing this message to you, I am not 
just si)eaking for the other elected officials in Franklin County. Last 
week at a meetinir of the Oliio Connnittee of County Officials, repre- 
senting all elected county officials in the State, that group voted unani- 
mously to adopt a resolution calling for, among other things, full 
])ayment of all moneys owed Ohio taxing authorities by Penn Central. 
I would isubmit a copy of the resolution for the record. 

That group represents 984 elected county officials in Ohio. I think 
it is fair to call the action last week "a mandate." 

Mr. KooNEY. Have you ever contemplated what social and economic 
eifects of such a seizure would have on the community of Ohio? 

ifr. IkiNEiiART. T have not gotten to that yet but I presume you are 
ahea<^l of me, Mr. Cliairman. 

Certainly I tliought about that. What other alternatives do we 
have? This is the largest taxpayer in Franklin County who is thumb- 
ing their nose at us and we live and breathe on these dollars. 

Mr. RooxEY. Have you every thought wliat would have happened 
to the bankrupt railroads in the Noi-theast if ConRail did not get in 
there, if the Federal Government did not get in there and diffase it. 
You would not have had 1 nickel in taxes. 

Mr. RixEiiAitT. If Congress is going to act the baggage has to come 
to, and to tuck it to the local sulnlivisions, to use our tax dollai-s to 
reorganize a railroad simply is without precedent. 

Earlier you were talking about precedent hei-e. I heard members of 
the connnittee bring up precedent and people here talk about precetlent. 

Well, the people in our district in Franklin County and the State of 
Ohio have another precedent to discuss and that is what happens when 
North American Rockwell, our second largest taxpayer, goes under 
and you in Congress decide it is in the national interest to boost North 
American Rockwell I 
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" I hope they ncter do but they make a lot of chiims. Do we take 
44 or 20 cents on the dolhir from them. Our schools arc livin<r and 
breathing on that money. I am listening to this county of 1 million 
people, to the leaders of the school system, ci-y daily and they are 
scared to death about what is going to happen with desegregation. 
Their doors are closing without busing. We don't have $20 million. 
I heard another question that just completely astounded me. 

I have never been here before, Mr. Chairman, but I am stunned by 
this. Someone on tlie committee raised the question alwut why Con- 
grass has put all this money into ConRail. We jnit all this money in 
here and there and j'ou are only talking about in Afayberry $260,000. 
Sir, I am telling you I am talking about only $4 million but to us that 
$4 million is a lot of monej'. I think what Congress attempted to do 
was a great thing but Congress can't liavc it's cake and eat it too. We 
are getting it tucked to us by the trustees who arc doing a brilliant job 
but they are using the tools that this Congress set up. 

Do you wish me to conclude my statement, sir ? 
ilr. RooNEY. You may conclude. 
Mr. RiNF.tti\RT. How serious are wo in our quest to collect 100 cents 

on the dollar from Penn Central? Totally. I want you to Iniow the 
schools in Ohio are closing their dooi-s and at least part of the reason 
for that is the skyrocketing rate of tax delinquencies. The largest de- 
linquent landholders in Ohio are Penn Central and ConRail, which 
still refuses to pay their taxes. 

Despite the efforts of tlie trustees and their plague of attorneys, we 
stand united in Ohio and I want you to be assured of that fact. 

As a county treasurer it is my legal responsibility to do all in my 
power to collect taxes. While I would rather not, I nonetheless have 
the authority to distrain sufficient goods or property within our county 
owned by a delinq^uent taxpayer to cover back taxes. This happens all 
the time with individuals and small businesses. It is about to liappen 
with Penn Central. 

I am prepared to seize Penn Central and ConRail property, includ- 
ing trains, if back taxes are not paid in full. Trains rumbling across 
tlic! country will have to i-umble around Franklin County. We are not 
interested in going into the train business in Columbus. But, if nece»s- 
saiy, we will not hesitate to protect our right to tax ourselves as we 
see fit—and spend our tax dollars as our people direct. 

In conclusion, let me restate my hope that Congress will take imme- 
diate action on legislation providing for full payment to Ohio and 
the other States of all Penn Central delinquencies. 

"\Aniat the trustees are attempting to pull off, so far with the full 
cooperation of the Federal Government, amounts to nothing less than 
a reverse version of the Great Train RobbeiT. 

Their actions are blatantly unfair and unconstitutional. And, worst 
of all, the biggest losers, at least in Ohio, will be our local schoolchil- 
dren—and their parents Avho voted school levies now being used to 
reorganize a railroad. 

I do not want to see that happen, and I cannot believe you do either. 
Thank you. 
I will Ixj happy to respond, Mr. Chairman, to any questions you or 

anv other members of the subcommittee might have. 
[Mr. Rinehart's prepared statement follows:] 

23-631—78 1 
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STATEMENT OP DANA G. BINEHABT,  COUNTY TRBASUBEB,  FSANKUUT Ck>OMTT, 
OHIO 

Let me begin by thanking you for Inviting me to spealt before this committee. 
I appreciate the opiwrtunity to present a jwiut of view held by all of Oliio's 
elected county officials regarding the Reorganization of the Tenn Central Rail- 
road. We seek congressional action to guarantee full payment of all property 
tax delinquencies owed by Penn Central to Ohio and its 74 affected counties. 

When the Penn Central Transportation Company sank into our Nation's large.st 
bankruptcy on June 21, 1970, some serious, related problems arose which re- 
quired the inuuetliate attention of the Federal Government. With the spectre 
of a dying rail system looming on the horizon, large rail-dependent industries 
such as steel and automobiles realized that their own survival was in part 
connected with that of Penn Central. There was mounting concern that If one 
major transportation company could go bankrupt, why could not others? Why, 
also, could not a mammoth utility company like Con Ed meet the same fate? 
Clearly, the shock waves of such occurrences could have a disastrous impact 
on the stability of our Nation's economy. 

The unprecedented bankruptcy of the Penn Central Transportation Comimny 
obviously required unprecedented action on the part of the Federal Govern- 
ment. And that is exactly what took place. 

In 1970, Congress enacted tlie Emergency Rail Services Act calling for the 
Secretary of Transportation to provide federal guarantees to Penn Central 
Trustees certificates, which In turn were accorded the highest lien on Penn 
Central property. 

Through the Regtional Rail Reorganization Act of 1973, Congress establislied 
ConRail, a separate for-profit corporation, to which most of Penn Central's 
l»est rail-related property and equipment was transferred on April 1, 1976. That 
Act provided the legal machinery which insured the continuous flow of millions 
of dollars in federal loans to ConRail to restore the de<.'aylng system it Inherited 
thereby rejuvenating rail transportation in the Midwest and Northeast. If that 
were ail it had done. Congress would have acted in a manner that most reasonable 
men would have applauded. 

But that was not all. The property transferred to ConRail was transferred 
free and dear of property tax liens. And, it was that property, of course, which 
was the security for most of Penn Central's secured creditors, including local 
taxing subdivisions. 

By legislative fiat, therefore. Congress wiped out all property tax liens of 
localities in the 15 affected stat&s, although law provides that real estate taxes 
are a first and best lien on real property. The result is that localities like my 
own—Franklin County, Columbus, Ohio—are at the mercy of the Federal Court 
in Philadelphia and the Penn Central Trustees. 

The wholesale transfer of Penn Central's real property to ConRail raised 
serious constitutional issues. Frankly, It amounts to a taking of proiierty, without 
the due process of law. Further, the transfer of our proijerty taxes through 
the reorganization scheme amounts to taxation without representation. Also, 
the taxing subdivisions have clearly been denied the fundamental principal of 
equal protection under the 14th Amendment 

Under the reorganization plan now being considered by Judge Fiillam In 
Philadelphia, Penn Central is offering taxing subdivisions no more than 50 cents 
on the dollar for tax delinquencies. Take it or leave it. 

This Is shocking. As the second largest claimant among the 15 affected 
states, Ohio is owed approximately $80 million by Penn Central. Of that total 
70 percent would go to Ohio's school districts. I do not think I need to tell how 
financially troubled our school systems are today, not only in Ohio but in many 
parts of the country. A settlement in Ohio of 44 or 50 cents on the dollar wlU 
clearly result in the less of millions of dollars for our school systems. 

I might add that one reason why certain large school systems in Ohio are 
now in a financial bind is that federal courts have mandated massive busing 
to achieve desegregation, with the bulk of the expense to be incurred by the 
school systems. The estimated cost of mandated busing In Columbus, for ex- 
ample, is in excess of $20 million. Out of the approximately $4 million owed 
Franklin County by Penn Central, nearly $12 million of that would go to the 
Columbus schools. I can guarantee you tliat our school system would be most 
happy to have that money. 
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The obvious irony Is that one Federal Court orders school systems to take on 
a major financial responsibility while another court and Congress deprive our 
schouLs of revenues which are rightfully theirs and which could be used to bear 
part of the financial burdens of desegregation. 

What this all boils down to is that Congress has provided the machinery for 
the reorganization of Penn Central at the expense of local taxing authorities 
and, in Ohio, at the direct expense of our schools. 

An equal^ frustrating irony permeating this matter is tliat although Penn 
Central purports to be bankrupt, it is in reality anything but bankrupt. While 
it may be temporarily true that the assets of the Transportation Company may 
not equal its liabilities, a sulKsidiary—The Pennsylvania Company, alias 
Pennco—is a thriving, multimilliou dollar corporate complex. The company owns 
millions of dollars in the areas of recreation (amusement parks, wax museums 
and the like), energy (pipelines and an oil company), and real estate (huge 
amounts of acreage, hotels, a sports facility and conference center, and a retreat). 
Last year, Pennco made $38.7 million in profits, with estimates ranging higher 
than $100 million annually by the early 1980's. 

To make the sad tale of Penn Central's "bankruptcy" even more amazing, 
Pennco has recently sold seven hotels and coriwrate buildings in the heart of 
New York City's financial district for more than $100 million and is planning 
millions of dollars in otlier sales. The list of operations and dealings goes on 
and on. Frank E. Loy, the President of Pennco, confidently says that Penn 
Central will become a billion dollar corporation within a few years. 

Some people wonder if we are trying to "bleed a turnip" in our efforts to re- 
ceive full payment of back taxes. Hardly. The Penn Central Trustees are flinging 
millions of dollars up and down a tangled network of corporate avenues with 
the same vigor that an ordinary person usually does in a simple game of Monop- 
oly. But this time the game is real, the stakes are high and the losers—unle.ss 
Something is done fast—will be the "little guys" in localities across 15 states and 
a lot of school districts which, in Ohio are faced with closing their doors. 

Penn Central is one of the most complex multi-billion dollar organizations in 
the world—and all but impossible for even an experienced lawyer to comprehend. 
Listen to words of Robert Blanchette, Chairman of the Penn Central Trustees. 
He says of Penn C<>ntrars tangled reorganization that "next to the Holy Roman 
Empire, it's the most complicated maze of organizations and entities that my 
reading of history reveals." Blandiette is apparently the only person that under- 
stands this maze and he understands it well enough to intimidate local taxing 
officials like us in JYnnklin County. 

As amazed as I am by all of this, I was even more amazed to read a full-page 
ad one night last week in the Columbus DLspatch which had been purchased by 
ConRail. The purpose of the ad, which I have right here, was to explain to tax- 
payers what has been going on in ConRail's efforts to rehabilitate the rail system. 
TowanI the end of the ad. Congress is commended for rejecting the alternative 
of nationalizing the railroads. The ad says that Congress "decided that a private- 
sector solution was best and least costly to the taxpayers. For taxpayers would 
have to foot the bill if the bankrupt raili-oads were nationalized." 

Who is ConRail trying to fool? It is clearly the intent of the reorganization 
Vlan that the taxpayers will indeed foot the bill through the loss in millions of 
iollars in tax delinquencies from which Penn Central has hem exempted by Con- 
jrreK<4onal flat. I do not think I need to tell you where an individual taxpayer or 
Kuiall business would end up if tliey tried to pay half or less of their taxfs. Now 
just how many papers has ConRail placed that ad in? And how much are they 
sTJending on this PR effort? The ad in the Distpatch cost approximately $2,500. 

1 certainly must comi^liment the Penn Central Trustees for their impeccable 
hrilliant strategy. They dr«>w their battle plan with the finesse and guile that 
Rommel used to walk across Northern Africa in 1940. And have succeeded in 
all respects. 

The plan is as smooth as It is brilliant. I cannot escape a vision of the trustees 
cackling in delight as they concocted thrfr scheme, much like the witches in Mac- 
Beth when they cried "Boil, cauldron. Boil!" The reorganization plan is a fan- 
tastic example of "divide and conquer." It has successfully divided administrative 
claimants like myself, who are owed a total of $400 million, not simply into 15 
separate states, but into the thousands of taxing .subdivisions within thf)«e states. 
And they went one step further. They even divided local subdivisions within coun- 
ties by Offering 100 cents on the dollar to claimants owed $10,000 or less, and 
44 to 50 cents to all others. 
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My main objective in appearing here is to communicate one message to Con- 
gress: we want our delinquent taxes owed by Pt-nn Central to be paid in full. I 
am therefore urging Congress to take immediate action to guarantee payniont to 
Ohio of 100 cents on the dollar for all of those taxes. The Okar Bill now before 
jou is a step in the right direction. But more ueed.s to lie done. In calling on .vou 
for action, I would also point out that we "little guys'' are in the mess we are 
in today because of the nature of the involvment of the Federal Governnieut, 
through Congress and now the Federal Courts. I salute Congress for attempting 
to deal with the serious, far-reaching problems and questions raised by the Penn 
Central bankrui)tey. But, on behalf of my constitmuts, I must also chastise it for 
allowing the be.-st Interests of the local subdivisions to be steamrollered in the 
solution. 

Let me also point out that, in bringing tUi.s message to you, I am not just 
speaking for the other elected officials in Franklin County. Last week at a meet- 
ing of the Ohio Committee of County OtBcials, representing ALL elected county 
officials in the State, that group voted unanimously to adopt a resolution calling 
for, among other thing.':, full payment of all monies owed Ohio taxing authorities 
by Penn Central. That group represents 984 elected county officials in Ohio. I 
think it is fair to call the action last week "a mandate." 

How serious are we in our quest to collect 100<; on the dollar from Penn Cen- 
tral? Totally. I want you to know that schools in Oliio are closing their doors and 
at least part of the reason for that is the skyrocketing rate of tax delinquencies. 
The largest delinquent landholders in Ohio are Penn Central and CouRail. Despite 
the efforts of the Trustefs and their plague of attorneys, we stand united in Ohio 
and I want you to be assured of that fact. 

As a County Treasurer it is my legal responsibility to do all in my iK)wer to- 
collect taxes. While I would rather not, I nonetheless have the authority to dis- 
train sufficient goods or proj)erty witliin our County owned by a delinquent tax- 
payer to cover back taxes. This happens all the time witli individuals and small 
busine«.ses. It is about to happen with Penn Central. 

I am preparetl to seize Penn Central and ConRail property, including trains, if 
back taxes are not paid in full. Trains niml>Iing across the Country will have to 
nimble around Franklin County. We are not interested in going into the train 
business in Columbus. But. if necessary, we will not hesitate to protect our right 
to tax ourselves as we see fit—and spend our tax dollars as our people direct. 

In conclusion, let me restate my hope that Congress will take immediate action 
on legislation providing for full payment to Ohio and the other states, of all Penn 
Central delinquencies. What the Trustees are attempting to pull oflf, so far with 
the full cooperation of the Federal Government, amounts to nothing less than a 
reverse version of the Great Train Robbery. Their actions are blatantly unfair 
and unconstitutional. And, worst of all, the biggest losers, at least in Ohio, will be 
our locjil school children—and their parents who voted school levies now being 
use<l to reorganize a railroad. 

I do not want to see that happen, and I cannot believe you do either. 
Thank you. 
;Mr. RooNET. Tliank you A'ery nnich, ilr. Einchai-t,, for your state- 

ment. 
^rs. Milailski? 
Ms. MiKTTLSKi. IVIr. Einehart. are you legally restricted from accept- 

ingr auA-thing less than full i>ayment ? 
Mr. RiNEHART. Yes: under current law. prior to very recent legi-sla- 

tion. we were maximum, restricted. However, the Penn Central people 
managed to slip through our legislation very quietly, without te-^i- 
mony'^of any kind in either Hotise. that would permit treasurers to ac- 
cept less than the full amount of back taxes. 

Tltat legislation is now law, and so I can't accept less than the full 
amount of back taxes. 

Ms. JiliKULSKi. I found your statement to seize the railroads to be 
very interesting. I imagine that the Penn Central goes more than 
through Franklin County. 

Mr. RiNEHART. Indeed it does. 
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"Sis. jMncrLSKi. Yon in addition to yonrself hare other county treas- 

urei-s in Ohio that fcol they will also exercise tho same strategy ? 
Mr. llrxEiiAKT. I bolie\e this is a very real ix)ssibility. But I do not 

feel confident that I could sit here, and speak for all 74 treasurers. 
^fr. Rrsso. Maybe we should go in and seize Ohio and save Ohio 

fi'oni Ohio. 
ils. MiKiLSKi. I can understand your frustration because I have 

gone witii Penn Central trying to solve their problems. T find them 
arrogajit, heavy, and highhanded, and I think a colloquialism would 
be "snotty," too, toward local government. I am sympathetic to your 
situation. 

I think had they approached you in local government differently, 
pei'Jiaps your intensity would not be as gi-eat. but I thirdc what you are 
savinir here—and vour statement is quite intense—is that vou have 
had it. 

;Mr. RiXETiART. Exactly. 
Ms. MiKTTLSTcr. I cajt miderstand why you have had it. They took 

out a $2,500 ad in the Baltimore Sun and News American, and I, too, 
wondered whei-o they got the money because I can't get railroad tracks 
fixed in my town or a phojic call returned. 

Mr. RixKiiAKT. T think this committee should know that had Con- 
gress not ]>assiMl ConRail legislation—I am sorry—had Congress not 
passed URSA in tho form that it currently is in, our tax liens would 
have been fii-st and best on Penn Central property. 

Had our tax liens remained first and best on the real property, I don't 
believe I would l)e here today. 

;^^s. MIKI LSKT. That is all I have. 
^fr. Rrsso. T^et me ask you this. 
This conunittee found there were certain discriminatory taxes levied 

by certain States and found Ohio to have levied 32 percent higher 
against the railroad property than other commercial property. 

Are you telling this committee you think we should make up for 
your indiscriminatory tax agauist the railroads? 

^Ir. RiNKHART. Absolutely not, and I take issue with your statement. 
I can provide you sufficient facts to show you that rail property in our 
coimty was not taxed in that manner. As a matter of fact, Mr. Russo, 
I think you and other meml)ers of this committee should know that 
recently Penn Central sold to the city of Columbus a piece of land 
downtown for us to build a convention center on. 

Now. before the 1975 reappraisal in Frinklin Countv. that land was 
on the books at much less than what it was on the books for when Penn 
Central said we will sell it. 

Had we purchased it then. I suggest that we would have been able to 
purchase it for much less than what we did after the reappraisal. 

Now, all land in Ohio is apjiraised at 100 percent of its fair market 
value, but prior to tlie reappraisals, most all industrial and commercial 
projjerty in Ohio was appraised by the same people and at the same 
rate. 

There are some exceptions that are unrelated to Penn Central, but 
I would take issue with the basis of your statement. Therefore, I could 
not come up with the cx>nchision you did. 

Mr. Rrsso. I suggest you talce a look at committee print prepared 
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by this staff dated Decomlwr 1975 dcalinir with materials concerning 
effect of Govemnient regulation on railroads and economic profile and 
railroads in the United States. 

Turn to page 15, table 5, and you will find out the conclusions and 
reasons why I made that statement. 

Mr. RixKiiART. I caji't nndei-stand why j-ou made the statement, sir, 
but I tell you fii-st I don't Ixilieve it and second, I have got the figures 
in my office which I would be more than happy to share with this com- 
mittee at any time, that go all the way back to 1804 to show what that 
land was appi-aised at. 

Penn Central owned some of the best land in Franklin County. 
Mr. Russo. I would hope a lot of that information was made avail- 

able to the committee at the time they made this preparation. I would 
like to think they operated from a knowledgeable ixwition. 

ilr. RiNEHART. I cei-tainly hojie they asked the right questions be- 
cause our office is oix>n. 

Mr. Russo. I^nfortunateh' I was not here at the time it was prepared 
so I can only i-efer to staff covmsel who was deeply involved with it. 

My opinion is we should have left all the i-ailroads go bankrupt and 
let all the people in your county go bananas because they don't ha^-e 
any sen'ice and they would jump on your back with wanting an 
alternative. 

But we have the •^R Act and we have to live with it and at the same 
time protect your taximyers from an indiscriminate type of taxes so 
we have to balance the equities as to whether or not your school dis- 
tricts get taken care of. whether or not your taxpayei"s ai*e willing to 
suffer more loss of dollai-s and it. is not an easy job for us to do. 

Mr. RiNEiiART. I understand it is a difficult job and I am sure vou 
appreciate the difficult position wc are in. But I would be more than 
happy to sliow you—my books are public record. 

^Ir. Russo. I want to refer to coimsel because he was here at the time 
the act was put into effect. So T can ask what facts were these based 
on. Association of American Railroads is the source. 

Mr. MoLLAT. Mr. Russo and Mr. Rinehart-. at that time all the 
States were invited to give comment. Anyone who had any ide^i about 
how we could solve the problem or how Congiess could solve the prob- 
lem with the i-ailroads in the Xoi-theast was asked to come in. 

These fiamres were not only checked by the American Association of 
Railroads but were also checked by the administration then in power 
and the amount of discrepancy in taxation was a significant amount 
and it was significant enough so both the House and the Senate passed 
that provision overwhelminglv and in the Senate it created a great 
deal of controversy because of the 10-C situation. 

I don't know that anyone could look at a particular comity and come 
up with a specific oveirharct;. The fisrures of necessity were on a state- 
wide basis and about the only wav that you can get a valid claim on a 
given county is to have a long trial and long court proceeding. 

But let me assure you everyone made their best effort in coming up 
with figures. 

Mr. RiNTiHART. T am not sure thov did not but Penn Central owns 
the best land in Franklin County. They own the heart of the city and 
they own strips that go through the best commercial and industrial 
land there. 
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To have that land imderappruised -would be an error. They have the 
prime, top-dollar property. Fine let them go bankrupt. If we had been 
able to foreclose on our tax liens or to barjrain with those people we 
•would not be here because that land is worth far more than our taxes 
that we were extracting from it. 

As you well know, sir, Ohio taxes a very small portion of its avail- 
able tax base and our credit rating is triple A lx>cause of that. 

One other thing. Mr. Russo. if I might sir, the rate of taxation is 
the same unilaterally. "What you are talking about is the appraised 
value, the variations in appraised value. I would suggest to this com- 
mittee—and I will stand behind the figures in my office—that that 
land they sold to the city of Columbus for $5.5 million was worth $5.5 
million and it was on the tax books for a lot less than that. A lot less 
than that. 

But Columbus paid top dollar for it. 
Trying to deal with Penn Central is like trying to deal with His 

Holiness the Pope. You can't even get to them. 
Mr. RrsRo. Remember right now you are dealing with the Congress. 
]Sfr. RixEHART. I understand tliat. I would also add I tliink I am 

properly reflecting the opinion of the people in Franklin County. 
Air. Russo. If the people in Franklin County came to me the way 

you do they would have a hell of a time getting anywhere with me. 
Mr. RixEHART. Sir, we have been under the 8-bail for some time. 
Mr. Rrsso. You haven't been under the 8-ball with this member 

yet. .Tust remember that. 
Mr. Roo^•T;T. I might say. Mr. Rinehart. you did say at one point 

that you wished that the railroads would have been closed down, you 
could have taken them over, you don't need them in Franklin County. 

Air. RiNEHAHT. I didn't say that. sir. 
Afr. RooNKY. But you do know the people in Franklin County and 

Columbus were before this committee seeking development of an Am- 
trak station as T recall. 

You have thrown figures all over the place. T wonder if you can 
break down the $100 million figure on page 4, the properties sold by 
Pennco. Do you know wliat the mortgages were on these properties? 
Do you know the net amount received by Penn Central on these 
properties? 

Mr. RiNEiTART. You are talking about downtown New York 
property ? 

Mr. RnovEY. Yes. You mentioned several properties, $100 million. 
Mr. RTXEHART. That is correct. They sold them for more than $100 

million. T can break that down for you. 
Mr. ROONEY. Tjet me have it. 
Mr. RT>JT,TIART. I^et me see if mv file is here. 
Mr. Chairman, the problem with giving you a block-by-block break- 

down is many of the deeds have not been recorded on some of the stuff 
thev have done. 

For example, there has been an inordinate amount of- • 
Mr. RooxEY. You have not supplied the Chair with the information 

that T asked. You have <riven me who the buyer was, what the price 
was but I asked for the net figures. 
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!Mr. RiNEHART. The net on each of them ? I don't know the net on 
«ach of them. I know they are taking in a lot of money and they are 
rmuiing a lot of money back into their companies but they are not pay- 
ing taxes and we can*t do anything about it because Congress wiped 
out our tax liens. 

Jlr. RooNET. I think for the most part, Mr. Rinehart, 3'our pi-ob- 
lems lie with the courts, not with the Congress. We are here to pre- 
serve the railroad system in this country and if you think that your 
county is going to seize the railroads let me tell you you have another 
thought coming because this is a land of the law and not lawlessness. I 
would admonish you to go back and try to reorganize your group that 
has all the problems with the Penn Central and go to the courts where 
you belong because I think knowing the background, after hearing 
your testimony today, I think you ai"e a very loyal American but I 
think you should reassess your position. With that the committee 
stands adjourned imtil 10 a.m. tomorrow, room 2299. 

Thank j^ou very much. 
[Whereupon, at 4:20 p.m. the committee adjourned to reconvene 

at 10.a.m., Wednesday, September 28,1977.] 



GUARANTEE OF DELINQUENT TAXES DUE FROM 
BANKRUPT RAILROADS 

WEDNESDAY, SEPTEMBER 28,  1977 

HOUSE OP EEPRESENTATTVES, 
SuBCoirsmTEE ON TRAXSPORTATION AKT) COMMERCE, 

COMMITTEE ON INTERSTATE AND FOREIGN COMMERCE, 
Washington, D.C. 

The subcommittee met at 10 a.m., pursuant to notice in room 2255, 
Eaybum House Office Building, Hon. Fred B. Rooney, chairman, 
presiding. 

Mr. KooNET. Our first witnesses will be the National Coalition 
Panel, the Honorable Art Holland, the mayor of Ti'enton, N.J., and 
repi-esenting the U.S. Conference of Mayors; the Honorable Herbert 
Pfuhl, Jr., the mayor of Jolinstown, Pa., representing National 
League of Cities; Charles H. Merrill representing National Associa- 
tion of County Organizations and Lowell Davis representing Inter- 
national Association of School Business Officials and secretarj--treas- 
urer, Euclid Board of Education. 

Gentlemen, you may proceed. You may read your statements or 
summai-ize them or continue in any way you would like. 

STATEMENT OF HON. HERBERT PFUHL, JR., MAYOR, CITY OF JOHNS- 
TOWN, ON BEHALF OF THE NATIONAL LEAGUE OF CITIES 

Mr. PFUIIL. Mr. Chairman and membei-s of the committ«c. it is a 
pleasure for me to come here to address you on behalf of this legisla- 
tion. 

I am Herbert. Pfiihl, Jr., mayor of Johnstown, Pa., and president of 
the Pennsylvania League of Cities. I am here today with Arthur J. 
Holland, mayor of Trenton, N.J. representing the National League 
of Cities and the U.S. Conference of Mayors who will be here shortly. 
Those organizations represent virtually all the cities of the Nation. I 
want, first, to commend Chairman Fred Rooney for his willingness to 
consider this urgent matter on very short notice, also due to the fact 
my city was devastitated by a disaster on July 19 of this year and I 
find it necessary to come and testify on its behalf. 

So, again, Mr. Chairman, I thank j'ou very much. 
You have already heard from witnesses who have laid out the history 

of the Penn Central State and local taxes situation. You will also hear 
this morning from those whose expertise is in the technical details of 
the issue. I am here today to present the local elect^'d officials point of 
view. And from that view we urge passage of H.R. 8882. 
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It is not always easy to get agi'ecment among city officials on Fed- 
eral legislation, especially when the benefits will accrue directly to 
some but not to othere. In this case, however, the matter is so impor- 
tant financially for some and as a matter of principle for othei*s, that 
support comes from cities of all sizes and types, located in all regions. 

The issue upon which all cities can agree is that the Federal Gov- 
ernment should not intervene to prevent the collection of State and 
local taxes. And, agi-eement is just as strong for the proposition that 
when the Federal Government makes decisions that have serious con- 
sequences for city budgets, city governments should be involved. In 
this case, both of these principles nave been compromised. Faced with 
the Penn Central bankruptcy filing in 1970, Congress decided that 
Penn Central would continue operations at a tremendous loss in order 
to forestall a financial and ti-anspoitation catastrophe. Most would 
agree with that basic decision. However, subsequent decisions and 
their conseqtiences have not been as agreeable. 

In October 1970 the U.S. district court in Philadelphia ordcivd that 
the Penn Central trustees make no further payment of State and local 
taxes imtil so ordered, separating these obligations from other admin- 
istrative costs. In addition, the Federal Government has loaned the 
trustees of the Penn Central more than $500 million and has ordered 
that the repayment of this loan shall take priority over the repayment 
of State and local tax claims. 

For 7 years, Penn Centi-al's taxes went uncollected until they had 
mounted to over iWOO million in principal and interest. In December 
of last year, the Penn Central trustees offered a compromise of tax 
claims which would have Penn Central paying 50 percent of the prin- 
cipal on post reorganization claims or 44 percent of the principal in all 
claims. Because interest and penalties were not included, the true pay- 
ment would be about 30 percent of that owed. Earlier this year, it was 
determined that those taxing authorities that did not accept he com- 
promise will receive a cash payment of 20 percent of their claims with 
80 percent to be paid in notes redeemable in 10 years. 

Today, therefore, local governments are faced with making a choice 
liefore October 22 between accepting only a fraction of the taxes owed 
by Penn Central or accepting an even smaller fraction and a decade's 
further delay in collecting the full amount. I think it fair to say that 
at no point in the course of tlie chain of decisions was the city govern- 
ment financial interest given serious consideration. At no point were 
cities able to sit at the table when the decisions were being made. But 
today, cities are faced with the immediate prospect of having to take 
partial payment of these taxes. 

The precedent raisers sisrnificant constitutional questions. We are 
seriously alarmed that the Federal Government would prevent the pay- 
ment of taxes due, assert fii-st priority on the repayment of a loan over 
the payment of tax obligations, and then deny relief to local tax au- 
thorities. It appeare that State and local ffovernments are being a«ked 
to relinquish their responsibility for collecting revenues duly owed, 
and to subsidize PennCo. If the precedent of Penn Central is allowexi 
to stand, we can anticipate Federal policy intervention in local prop- 
erty tax practices in the future. 
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While the implications of this case are important for the future of 
Federal-local relations, other consequences are immediate and signifi- 
cant. Nearly $500 million is owed to govermnents in the regions suffer- 
ing the most severe fiscal strain. In my State, Pennsylvania, the total 
exceeds $32 million. In New York State, it is $144 million, in Ohio $80 
million, in Indiana $50 million and in New Jersey, $41 million. The 
total owed to the city of Cleveland is over $14 million, to Pittsburgh 
$17 million, to Boston $14 million and, lest you think this is just a big 
city problem, the amount owed to Poughke«psie, N.Y., a city of 32,000 
is $696,000 compared with a 1977 budget of $13.7 million. 

In the city of Jolinstown to meet property taxes it means approxi- 
mateh' 2 mills of taxes per year. 

By the way, one of the difficulties encountered by State and local 
governments in this case is discovering the facts. If you ask what is 
owed, you are directed to Philadelphia and 16,000 documents. 

As a consequence Penn Central has been able to pursue a strategy 
•of divide and conquer which is not possible with a single, unified 
creditor such as Gulf Oil. Individual cities are being offered a bird in 
the hand and, with no knowledge of the totals involved and little 
knowledge about the prospects for future payment of the notes, it is 
reasonable to expect them to grasp the offer. 

For the elected officials of our cities, this is an unpalatable situation. 
For tliose directlj- involved, it represents a potential loss of hundi-eds 
of millions of dollars at a time when city work forces are being cut, 
taxes are being raised, services are being reduced and improvements are 
beiuir postponed. 

JIany of us arc facing taxpayers' revolts. How can we compel citi- 
zens to pay hundreds wlien they see millions being forgiven? How can 
we settle lor 30 percent when even 100 percent would only contribute 
slightly to the solution of our problems ? 

This legislation, it seems to me, provides an acceptable and reason- 
tiV)le resolution to a difficult situation. A Federal guarantee of the notes 
for 80 percent of the amount owed would improve their liquidity con- 
siderably. It would mean, therefore, that a city could accept the 20- 
percent cash payment without facing the prospect of holding the notes 
for 10 yeai's. Otherwise, many cities will be compelled to accept the 30- 
percent payment. There is, everyone agrees, no real risk in these notes, 
•only market perceptions, and thus the guarantee creates no risk for the 
Federal Government. 

This action would not constitute a bailout but only an acceptance by 
the Federal Government of its responsibility for not damaging the 
integrity of State and local government re\'enu6 systems. It is, I think, 
11 solution which adequately address both the question of principle and 
financial need. 

At this time, Mr. Chairman, I want to thank yon very miich for 
allowing me on behalf of the National League of Cities and U.S. Con- 
ierence of Mayors to present this testimony to j'ou and to thank you 
very much for the consideration. 

jSIr. RooNET. Mayor, I do know you have a very tight schedule and 
you have commitments back in Johnstown. I laiow the bad dilemma 
you have had in Johnstown in the past 3 months and I am very sym- 
pathetic. I might say the people of Bethlehem, Pa., were veiy generous 
to your community. 
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Mr. PFUHL. Yes, sir, AUentown also. 
Mr. Roo?jxY. And the entire Lehigh Valley and the district repre- 

sentative. I can remember seeing articles in the papers how they were 
sending monej' to assist you. 

I do want to ask you a few questions and then you will be excused 
to make that plane connection. 

On page 3 of your statement you state that it is difficult for you to 
determine how much is owed. This is very difficult for me to compre- 
hend because it seems to me that the taxing authority woiJd know pre- 
cisely how much moneys are due the individual mmiicipalities or tax- 
inw authorities. 

jlr. PFUHL. Sir, we are talking about generality. We arc talking 
about lumping it all together I'ather than taking it separately as a 
single entity like Bethlehem, Pa. or AUentown and putting it all into 
one large package to present positively to you. That is the way I am 
trying to address it to you. There are times that we do have difficulties 
in this area. 

if r. RooxEY. How much is owed the City of Johnstown ? 
Mr. PFUHL. We arc better than $150,000. Harrisburg is a little better 

than $175,000. I did mention Pittsburgh and Pliiladelphia above the 
$150 million mark. 

Sir. EooNEY. On page 2 you state that one of the facts that is not 
agreeable to the cities is that the Federal Government loaned the trust- 
ees of Penn Central more than $500 million and has ordered that the 
repayment of this loan shall take priority over the repayment of State 
and local tax claims. 

As these fiinds were loaned after the corporation became bankrupt 
don't you believe it was reasonable for tlio Federal Government or any 
other person loaning funds to a bankrupt concern to require the loan 
be repaid before any other repayments are made i 

Mr. PFUHL. My ifeeling is tliat basically I think the amount that the 
Federal Government ha.s given in this situation—you are giving, what ? 
Fifty cents on the dollar I think is correct or sometliing of that 
nature—I think that we have a right, cities, to except some of that 
revenue to be returned to us and tliat repajmient should have a pi-iority 
also to the constituents in that area. In that case it should be tliat way. 

Mr. RooxEY. On page 2 you also state that at no point were cities 
able to sit at the table when the decisions were being made. I believe 
that the i-ecord will sliow tliat during the negotiations for tlie Emer- 
gency Rail Act of 1970. tlie three R Act and four R Act. tlie cities 
wei'c very much involved in the Federal legislation and favored the 
legislation at that time. 

Mr. PFUHL. If tliat needs to be corrected then we stand corrected 
on that issue. 

Mr. RooxEY. ISIayor Pfuhl, I haA-e no additional questions for you 
and you may be excused. 

I understand that Mayor Holland, the IMayor of Trenton was to 
follow you but he has not arrived yet. 

Mr. PFCTHL. Sir. we also liavc additional testimony that wo would 
like to present that is personal testimony from tlie mayor of Pough- 
keepsie, ^T.Y. I would appreciate it if we could present it at fills 
point [seep. 133]. 

3klr. RooNEY. Without objection it will be included in the record. 
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Now we will go back to our Amtrak passenger, the Honorable Art 
Holland representing the U.S. Conference of Mayors and who is the 
mayor of the city of Trenton. 

ilayor, what time did j-ou leave Trenton today ? 

STATEMENT OF HON. ARTHUR J. HOLLAND, MAYOR OF THE CITY 
OF TRENTON, ON BEHALF OF THE U.S. CONFERENCE OF MAYORS 

Mr. HoLL,\XD. 7:20. 
Jlr. RooxEY. What time woi-e you supposed to leave Trenton ? 
Mr. IIoLi^\XD. It was on time. Tlie prol)lem. and it happens every 

tijuo it seems between Trenton and Washington, we were due in here 
at 9 :.33 and we got in here about 10 o'clock. 

^Mr. SKCTBITZ. You got here at what time ? 
Mr. HoLLAXD. About 10 o'clock. 
ilr. RooxEr. That is a record run for Amtrak. 
Mr HoLLAXD. I thought if it had been Penn Central it might have 

been a conspiracy. 
Mr. RooxEY. You may proceed. 
!Mr. HoiJ-Axn. Thank you. 
I am Arthur J. Holland, maj'or of Trenton, X.J., here today with 

Mayor Pfuhl to speak in favor of II.R. 8882.1 want, first, to reiterate 
the thanks expressed by Mayor Pfuhl to you, Mr. Chairman, and to the 
memlxM"s of this subconunittee for its willingnef-^ to give prompt and 
serious consideration to this urgent matter. And I want to reemphasize 
the unity among city officials on tliLs issue. 

Beyond the rea,sons offered liy Mayor Pfuhl for supporting this 
legislation. I think there are. additional, strong policy justificiitions. 
It would be possible to put the city goveinment case in extreme terms 
and propose extreme solutions. It might be said that the Federal 
Govei'mnent has financed a portion of its transportation policy out 
of city budgets and that there should be full and direct repsiyment of 
the costs incurred by cities. In fact, the current situation is the i-esult 
of inadvertence and not intent. But it is for just that reason that it is 
disturbing. 

The amoimt owed to State and local governments by Penn Central 
is roughly one-third of the fiscal year 1978 antirecession fiscal assist- 
ance payments. Over ^00 million has been kept out of the economy 
over the past 7 years, and the impact has been on the regions that 
have been under the most severe fiscal stress. In its recent survey of 
the fiscal condition of cities, the Joint Economic Committee reported 
that it is these cities—thost! with high miemployment and decreasing 
l>opulations—that continue to "exhibit the most acute .sj-mptoms of 
need." They are cutting scrvic*i3, reducing much-needed maintenance 
expenditures, raising taxes, and rumiing deficits. 

We all might agree that preserving tlie Penn Central is in the 
national interest, but few would argue that the burden should be on 
the backs of the govermuonts least able to carry it. We have here a 
policy decision with undesirable side effects—I'esults produced by one 
f^overmnent action that contradict the intent of other actions which 
lave been taken to stimulate the economy and assist these cities. 
Unfortunately, we have not been alert to tliis sort of situation in our 
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tliinking about urban policy or we might produce better results at a 
lower cost. 

Mayors are often chided for coming to Washington with a tin cup, 
seeking to share Federal Government revenues rather than tap the 
cities' own sources. Here is a case where we are coming to Washing- 
ing to ask that the Federal Goverament not pi-event us from making 
the best use of our own revenue base; where we aix; asking not tluit 
the Federal Government spend monej- but that it put its backing 
behind its decisions so that we can spend our money. I think the case 
for this legislation is one that can be accepted by reasonable men. 

If passed, H.R. 888'2 will: Affirm the principle that the Federal 
Government should not intervene to prevent the collection of State 
and local taxes; make it possible for State and locjil govermncnts to 
come much closer to the timely collection of the more than $400 million 
owed to them by Penn Central; and biing significant stimulation to 
the Nation's most troubled regional economy and needed assistance to 
the cities with the most serious fi.scal problems. 

Rarely can so simple an act bring so many benefits. I think that 
principle, practicalitv, and good sense recommend the passage of 
H.R. 8882. Thank yoii. 

Now, supplemently speaking as mayor of Trenton, my city is among 
the many old central cities of America's Northeast region which ai-e 
struggling to compete with the flourishing communities of the South- 
ern region for the industrial activities and capital investments which 
under present svstems of governmental finance are the corneratones 
and the foundations of a municipal property tax base. 

In order to provide vital services to our ever-increasing share of 
America's indigent population, we are forced to compete for every 
scrap of funding available from Federal and State agencies—funding 
which is absolutely necessary to supplement the revenue available 
from an ever-dwindling real estate tax basis. It is against this back- 
drop that I state the position of the city of Trenton with respect to the 
merits of H.R. 8882 which, simply put, would guarantee full payment 
of the approximately $90,000 in back taxes owed by the Penn Central 
Transportation Co. to the city of Trenton. 

Our State of New Jersey is owed all told about $41 million. From 
all the information available to me at the present time, it would apwar 
that the pending bill is the only realistic means of avoiding that which 
amounts to a forcexl tax abatement for the former rail carrier in our 
region of the country. 

H.R. 8882 represents therefore the hope that the cities represented 
here today will not be forced to subsidize a portion of the Nation's 
transportation system. 

To a mayor who has for many years complained as vigoi-ously as 
possible of the inequity of our present burden in having to meet the 
needs of the indigent citizens of this country who inhabit the central 
cities primarily because of the availability of our social services and 
other conveniences, the prospects of having to subsidize rail service, 
which i-eally represent a national problem at this point, are unthink- 
able. 

H.R. 8882 not only represents the opportunity to escar>e the other- 
wise tax abatement, but it does so without resorting to direct Federal 
subsidy. 
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T urge favorable consideration of H.K. 8882 by this committee, and 
in doing so I speak not only for the National League of Cities but for 
our city council, I have a resolution with me adopted by tlie city coun- 
cil and also for the New York Conference of Maj'ors which I serve 
as president and which also adopted a supportive resolution. 

Thank you. 
Mr. RooNEY. Thank you, very much, Mayor Holland. 
On page .5 of your statement, you state that $400 million has been 

kept out of the economy in the past 7 yeare, and the impact has been 
on the regions which have been under the most severe fiscal stress. 

I might say at the same time we did keep a bankrupt railroad from 
going bankrupt to serve the economic needs of tlie people of that 
community. I happen to live in the heart of that area. 

Mr. HoLi^Nn. There is no question about that. 
I was in the command post of the National League of Cities wlien 

we were fighting for general revenue sharing. I fought for the public 
works program and most recently for a formula more oriented toward 
need with regard to community development money. 

So I recognize that the Federal Government rescued a vital national 
service, but ironically almost all these stops along that line are the 
old central cites where we have been asked in recent decades to meet 
national needs. 

For example, in our city of Trenton we have over 2,000 public 
housing units. There are no public housing units in towns surrounding 
our city. It is typical of the problems of the central cities. 

In States like ours which until this year had no income tax and an 
urban State in the Nation it is especially difficult. Without the aid 
you have given us, we could not have survived literally. 

Mr. RooNET. Mr. Skubitz. 
Mr. SKTJBITZ. YOU just got around to getting a charter assessing an 

income tax in New Jersey; is that right ? 
ilr. HoiJ/AND. I was the only mayor in New Jersey—I have been 

mayor off and on since 19.59—who advocated an income tax. We 
finally got it through. If Byrne is defeated in the next election, we 
will have a disaster in our State. Twenty municipalities will go to the 
State and say, "Take our cities, we can't run without it." 

Mr. SKUBITZ. Mayor, you speak of forcing the city to accept respon- 
sibility national in scope. Are you referring to the welfare program 
now ? Is that what you are talking about ? 

Mr. HOLLAND. Twenty percent of our population is ADC, aid to 
dependent children. That is because 90 percent of the counties cases— 
we are 1 of 13 municipals in the county—are housed in Trenton. Tliey 
have been automated out of jobs in the South. They head North. They 
can't pitch a tent on a wide suburban lawn. They head for the cities 
and crowd in. 

We were one of the strong cities, once a national capital. Today 
we don't have a self-sufficient people. We have disproportionately 
large numbers of dependencies. 

I am here to get $45,000 more because we need eveiy dollar we can 
get. 

Mr. SKUBITZ. We have a different problem here, too. I would like 
to visit with you on that one on the welfare program. I think some- 
thing ought to be done. 
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ilr. HOLLAND. I think the Federal Government should assume to 
total responsibility for welfare, and our State eovenunent, allowing 
as much independent judgment as possible at the local level, assume 
responsibility for education costs. Those are the two major costs that 
are killing us. Then we could continue somehow. 

Mr. SKUBITZ. I don't think it is our responsibility until the States 
do the best they can for themselves, and I don't think !New Jei-sey 
did if they didn't have an income tax. 

Mr. HOLLAND. They have not. The State of New York has been 
derelict. 

Air. SKUBITZ. They didn't have the guts to go and charge a tax, 
that is it. 

Mr. HOLLAND. May I say this. If the nature of our population hadn't 
changed in the old central cities, we would not need an income tax. 
We are the fifth richest State in the Nation, 567 municipalities. 

If we could adjust the socioeconomic imbalance in the central cities 
and have proper valuation of our real estate, we would not need an 
income tax. 

In Bergen County, it costs $50,000 to buy a lot and another $50,000 
to put up a house. There is a Ford plant nearby where only 15 em- 
ployees can afford to buy a house there. 

Incidentally, they share in general Federal sharing. They build 
bridle paths with it. 

Mr. SKUBITZ. Those people are people who came in because of the 
construction of the plant. 

Mr. HoLixAND. No; tlxey are jjeoplo who want to live in a suburban 
community. I am sure that plant helps them keep their tax rate down, 
but the tax rates are no problem to them. The tax rate as an indicator 
is misleading. 

Princeton Township can afford to have a high tax rate. They can 
supplement their education program and can afford to pay for them. 
The cities that most need money for education, for example, are those 
wlio are least able to advance them. 

Mr. SKUBITZ. Tliat is nil, Mr. Chairman. 
Mr. RooNEY. Thank you. Mayor Holland, for your very fine state- 

ment, and I commend you for your forthrightness with respect to the 
taxing of income in the State of New York. 

Of course, Pennsylvania does have an income tax. They have had it 
for the past several years, and we still have that financial dilemma 
facing us. 

AVe rely on mayors like yourself to cut back so that the Federal 
Government won't have to send that money back to Trenton and the 
otlior cities in the country. 

Air. HOLLAND. We had to lay off 59 policemen and we need policemen. 
I said any raise has to come from the reduction of the work force. 

AVe don't want to go the way of New York. We still have the highest 
bond rating of any of the big cities because of that. 

Mr. RooxET. Thank you veiy much. 
Mr. SKUBITZ. Why go to policemen ? Wliy don't you go to some of 

the other jobs? 
Mr. HOLLAND. We didn't lay them off. The policemen had a choice 

of raise or laying off. They laid off their brothers. 
The firemen did not. We left it up to the employees. 
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Mr. SKTJBITZ. I think we ought to send you aroimd the country to 
talk to them. 

Mr. KooNBT. When are you up for reelection I 
Mr. HOLLAND. Next spring. 
Mr. SKUBITZ. Axe you sure you don't want these remarks expunged ? 
Mr. RooNET. Thank you, Mayor. 
Grentlemen, you may proceed. 

STATEMENT OF CHARLES H. MEERHL, ASSISTANT COUNTY EXEC- 
UTIVE, ONONDAGA COUNTY, ON BEHALF OF THE NATIONAL AS- 
SOCIATION OF COUNTY ORGANIZATIONS 

Mr. MERRILL. Chairman Rooney, I am Charles H. Merrill, assistant 
county executive, Onondaga County, New York State. 

Congressman Rooney, we would like to express our appreciation 
to you for being able to appear here today. 

I have a short statement. 
I am pleased to testify before you on behalf of the National Asso- 

ciation of Counties (NACo),^ to urge your adoption of H.R. 8882 
amending the Regional Rail Reorganization Act of 1973. 

I am Charles H. Merrill, assistant county executive of Onondaga 
County, N.Y. The taxpayers of Onondaga County and hundreds of 
other counties, cities, States, and school districts in 15 States and the 
District of Columbia, have been severely impacted by the Federal 
Government's intervention in the Penn Central reorganization. 
County officials believe there should be a coordinated Federal-State- 
local effort to return rail service to its appropriate place in a balanced 
national transportation system. The Federal Government has inter- 
vened in the Penn Central Railroad's operations. Therefore, we be- 
lieve there is a Federal responsibility to guarantee that local property 
taxes are paid by Penn Central. Thus, we support H.R. 8882—and 
identical bills—which will provide a Federal guarantee that counties 
will eventually receive full payment for taxes owed by Penn Central, 
and other railroads being reorganized. 

Since 1970, when the railroad filed for bankruptcy, the Penn Cen- 
tral has paid no State, county, city, or school taxes, and in many areas 
there were delinquencies before that time. It is estimated that the 
total taxes owed are more than $500 million. 

Penn Central owes Onondaga County for the period 1971-76, 
$1,437,774.64, which includes $48,708 in interest and advertising costs. 
There is an additional $1,231,878.52 owed to the county and State by 
Penn Central for grade-crossing elimination charges. 

The Penn Central's unpaid taxes amount to $2,669,653.16, which is 
31 percent of the total $8,638,239.74 of uncollected taxes owed to the 
county. The financial impact of these unpaid taxes has become in- 
creasingly severe in Onondaga County, especially since 1974. The cost 

> The Nntlonnl Assoclntion of Coantles Is the only national organization representlnjr 
connty povomment In thiy United Stntes. Through Its membership, urban, suburban, and 
rural counties join together to build effective, responsive county government. 

The Eonls of the orsanlzntion are to : improve county (tovernmonts. serve as the nntinnal 
B'PoliPsman for county governments, act as a liaison between the Nation's counties and 
other levels of irovernment, and achieve public understandlDR of the role of counties in the 
Federal .system. 

23-651—78——5 



62 

of County government greatly increased in 1974 due to high unem- 
ployment and inflation. It was necessary to significantly increase 
property taxes to provide needed human ser\-ices and to offset the 
uncollected taxes. 

The county legislature is now considering a 1978 budget of $24.3.3 
million proposed by the county executive. If the budget needs are 
to be met an increapc of $5.48 m the adjusted basic county tax rate 
will be required, bringing the rate to $44.55 per $1,000 of assessed 
valuation. If the coimty were to receive the net amount of $1,389.- 
066.52 owed by Penn Central, there would be a reduction of $1.02 per 
$1,000 of assessed valuation. 

bnondaga County has a population of 475,000 and is the sixtli 
largest county in New York. We feel this legislation is especially 
important to our county because the Northeast region of this coimtry 
has been the slowest to recover from the recession and our local prop- 
erty taxpayers are carrying the additional burden of these unpaid 
railroad taxes. 

In 1973, Federal law required the railroad to continue operating 
with tremendous losses. Federal loans were made to the Penn Central 
to partially cover these losses. We do not question the determination 
that in the national mterest Penn Central operations need to be main- 
tained. We do question the Federal determination that counties and 
other local taxing authorities should be forced to bear a large part 
of the financial burdens caused by this Federal policy. 

Unless H.R. 8882 is passed before October 19, 1977, counties will 
be forced to accept either a small cash payment of 44 to 50 cents on 
the dollar now, or under the reorganization plan 20 percent now and 
the remainder in notes payable in 10 years, after all Federal claims 
are paid. There is no guarantee that the funds would be available in 
10 years to meet the obligations incurred by the notes. 

if counties accept 44 to 50 cents on the dollar, and one considers 
inflation and the loss of interest, it is estimated that we will receive 
(in rea.1 dollars) only 10 percent of the amoimt owed. 

H.R. 8882 assures that counties will be paid in full by guaranteeing 
the Penn Central notes. The National Association of Counties urges 
Congress to enact this bill which recognizes that the Federal Grovem- 
ment's intervention in the Penn Central's operations has worked a 
hardship on county property taxpayers. 

Mr. RooiTET. Thank you very much, Mr. Merrill. 

STATEMENT OF LOWELL B. DAVIS, SECEETARY/TEEASUREE, 
EUCLID BOARD OF EDUCATION, ON BEHALF OF THE INTERNA- 
TIONAL ASSOCIATION OF SCHOOL BUSINESS OFFICIALS 

Mr. DAVIS. Mr. Chairman, mcmliers of the committee. 
My nnme is IX)WP11 Davis, repre^senting International Association 

of School Business Officials of the United States and Canada. 
Thank you for the opportunity of being able to present some of 

my views concerning the Penn Central local government tax situation 
as it relates to House R«sohition 8882. The International Association 
of School Business Officials of the United States and Canada is com- 
posed of treasurers, business managers, and administratore employed 
by local school districts in the United States and Canada. 
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We, you might say, are in the trenches daily accounting to oui* citi- 
zens and to our various government agencies for the fiscal and business 
operations of the local scliool district. Some of the facts I put forward 
today are not new to the members of this committee, but I believe they 
Ix>ar repeating. 

The }>roperty tax in the United States is, and ha.s been, under attack 
from all quarters. The property tax revenues collected in the United 
States in 1976 represented 80 percent of all revenues for the support of 
local governments across the United States. 

The property tax is the bullwark of the public schools from coast 
to coast in the United States. In 1976, nearly 81,000 local government 
units and special assessment districts collected approximately $60.5 bil- 
lion in property tax revenues—60 percent of those revenues collected 
or approximately $36 billion went to the support of local education. 
Without the property tax, local education would cease to function. 

Persons across the Nation in recent years have seen their property 
taxes take fantastic increases. Persons in California, Illinois, and Ohio 
liave seen pix>pcrty taxes increase as much as "00 percent in a single 
year. 

PersOTis in various States that have dared to propose increases in 
property taxes to support local citj' and school sei'vices have had irate 
taxi>ayers threaten to do eveiything, even to the point of threatening 
to tar and feather those persons supporting such measures, as happened 
in Bucks County, Pa. Since Massachusetts began collecting the prop- 
erty tax annually in 1646, that tax has been classified as unfair or the 
lea-st fair of those taxes we commonly associate with modem revenue 
soui-ces for local government agencies. That relief is needed in the 
property tax area is an accepted fact. ]Most of our taxpayers have 
been generous in their support of local education if they know busi- 
nessmen and homeowners alike are paying their fair share. The schools 
of our Nation are facing fantastic increases in costs. These costs can 
be associated with the same pressures that the local businessmen fa«e 
or for that matter, that the local homeowner faces. 

For instance, the school system in a locale is usually one of the 
largest preparers of food for student and adult consumption. And the 
associated price increases for food and food preparation haA^e hit us 
all. The incresised costs of new mandated programs, either federally 
or State-sponsored have had their impact. Whether these rules per- 
tain to pollution control, safety apparatus, hiring practices, et cetera, 
does not matter. It is common for the schools to be mandated to under- 
take progi-ams in driver education, sex education, racial education, care 
for tihe retard6<l and liedridden child, et cetera. These are, to name 
a few. some of the mandated school facilities for the use of the re- 
tired, handicapped, and other special local groups who are also driv- 
ing school costs up. It is not to say that these programs are not good, 
just and should be accomplished. The difficulty is in trying to finance 
these programs that are mandated with locally supported prox)erty 
tax revenues and explaining these tax increases to the public. 

Schools are closing. Schools in big cities and small cities, town- 
ships, and crossroads are closing because of the lack of public support 
of the property tax and the citizen's mistrust of the concept that every- 
one is paying their share. We have all read of school systems such as 
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Toledo and Cleveland, Ohio, as well as schools in other States that 
have closed or are anticipating closing in 1977. Wliy are schools clos- 
ing? There are niajiy reasons, but the root of the problem is a lack of 
financial resources to keep the schools open. The Federal Government 
lias steppe<^l in time and time again with progi-ams to finance special 
pix>granis for lai-ge and small schools to accomplish a particular end. 

If the public confidence of the local property tax for local educa- 
tion continues to ei-ode as it has in recent years, the Federal Govern- 
ment and State governments will be thrust into the arena of the 
financial dilemma that many of our U.S. schools find themselves in 
today ill 1977. 

The Penn Central, bankruptcy case, as it relates to property tax 
payments to local go\enunonts, is just another log that is being put 
on the fire of property tax discontent and mistrust in inany States in 
the Midwest and eastern seaboard. In its simplest terms, the alter- 
natives left to local goveniments and schools to select either the tax 
compi-omiso oi- plan of reorganization set forth by the Penn Central 
trustees will liave a significant impact on local school districts in 
those States involved. 

The plans for possible settlements of outstanding taxes with local 
govei"nments, as you know, may take one of three courses of action. 
The local goveiiunent may choose to accept 44 percent of all taxes owed 
and forgive tiie balance if taxes wei-e owed prior to the filing of the 
Penn Central reorganizational measure with the Federal courts. Sec- 
ond, if no taxes were owe4 at the time of the filing of the reorganiza- 
tional measure. tJie local government may accept 50 percent of the 
tAxes owed vind forgive tlie balance. The third alternative deals with 
the local government agency accepting 20 percent cash of all taxes 
owed and the balance in notes backed by the Penn Central reorganiza- 
tional plan. If we look at measures 1 and 2, we can see that the local 
govenunents are a-sked to forgive taxes payable by Penn Central in ex- 
cess of millions of dollai-s. 

If either option is taken by the local government agencies, who will 
make up tlie $.140 million that is owed to these local governments? 
The plain fact, is that those taxpayers still residing in the school dis- 
trict, citv, or township will have to absorb and pay out of their own 
pocket tlie dollars that are being forgiven Penn Central. Will the 
local taxing districts accept tlxis additional burden? In many cases, 
the local citizen will have little to say about the acceptance or rejection 
of iho) proposal. 

The city and school services must go on, probably at a reduced level 
of competxjncy, surely at an increased level of l)urden to the local 
homeowner, the local businesanan, and the local government. 

Option No. 3, that of granting 20 percent cash of all taxes owed, 
and the balance in long-term notes, would seem to be the most ad- 
vantageous. The resolution before you deals with that option. That 
option has one major defecL Tlie scliool districts and local govern- 
ments in the affected States are in trouble today. They need help 
today. They have financial demands which are outstripping their 
resources today. The schools in many locales are closing in 1977-78. 

The .scliools are being placed in a position where the effective use of 
the carrot-and-stick routine is real. Some school districts in order to 
keep their doors open in 1977-78, may have to accept the compromise 
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ill order to get as much cash as possible to alleviate their financial 
condition and hopefully stay ojjen a few more days, months or pos- 
sibly the year. 

While they would wish to take the reorganizational plan with the 
hope of recouping those property taxes that were legitimately levied 
and in most instances, reflect the will of the local taxpayer to tax 
themselves, they cannot wait. Thej need the funds today. If the re- 
organizational plan could be exercised in such a way that a cash con- 
sideration of 20 percent would be forthcoming, plus high gi-ade mar- 
ketable securities could be secured, for the balance of the taxes owed, 
the school districts would not be faced with the carrot-and-stick 
alternative. 

The market for Penn Central notes is (questionable. If a market 
would exist, surely that market would penalize the fact value of those 
notes so that the local taxing district, if upon reecipt of the notes, 
would try to borrow, using uie notes as collateral, or would tiy to 
sell the notes on the open market, they would, in the opinion of those 
persons in the financial field, receive less than fac« value for the notes 
and consequently less than the amount of the taxes owed. Can the 
local governments afford to gamble on that market? Can the local 
governments dare turn down a partial cash settlement? Can the local 
schools afford to close, knowing that a partially paid tax debt to the 
local government agency from Penn Central might possibly keep their 
doors open for a period of time? Those questions, all of us in the 
trenches in the local school districts, have to face. 

Many of our school districts have a significant population of I'e- 
tired workers. There is a second significant group of taxpayers who do 
not have children in our local schools. What do we tell these persons ? 
The retired person knows that if his property taxes are not paid, the 
local taxing authority will take his house and will sell it to satisfy the 
taxes owed. 

Tlie young couple that is in their fii-st home and are burdened with 
an impossible mortgage payment and property tax payment, how do 
we tell these people that the Penn Central Corp. can be forgiven their 
delinquent taxes, but they cannot have their taxes forgiven? In our 
urban centers and in our suburban, urban centers, I tell you quite 
frankly, our public will not undei-stand. Our public is scrutinizing 
every penny going to the local government agencies, as they shoulcl. 
And many of these local taxpayers have been generous in the past with 
their support of the local school property tax measures. Increasingly, 
their support is dwindling. It is not unconunon for a local school 
district to try five, six, and se\-eii times before a successful property tax 
le\'y is passed, if it is passed then. My local school district property tax 
measure was submitted five times. The tax was reduced three times be- 
fore the local citizens felt they could accept the additional burden. 
How do I tell my citizens that they must absorb an additional burden 
because the Penn Central Corp. could not pay their taxes, and in fact 
are having a portion of their taxes forgiven s 

I would submit, Mr. Chairman, that the citizens will not understand. 
And by not understanding, will express their displeasure and criticism 
at the polls when we surely go back to them for additional school 
support. 
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If \vc could have a ix)sitivc reaction to House Eesolution 8882, it is 
our belief that we would have a cash settlement with the balance in 
marketable securities which could be sold without a significant eroding 
of tlie face value of those notes and we coiUd receive the property tax 
owed now which would go a long way to restoring our citizens' faith in 
a tax that is levied on property and sliould be paid by everyone equally. 

I thank you, Mr. Chairman. 
Mr. RooNZT. Thank you very much, Mr. Da\-is. 
I do feel that the Federal Government has done much in the past 

5 or G years to lielp alleviate the local school district problems and for 
that matter many of the municipalities. 

Just several weeks ago we announced a $4 billion ETA grant to 
the community. We have given billions of dollars to the local munici- 
2)alities in the form of revenue sharing. 

Xow, I do think at this time it would be verj- difficult for the Con- 
gress to accept all additional half billion loan guarantee. I do appre- 
ciate your very fine statement, and I can assure you that this committee 
will give this matter its prompt attention and will act immediately 
as to whether or not the testimony of all of the witnesses who appeared 
befoi-e this committee is valid. 

Mr. DAVIS. Thank you, Mr. Chairman. 
Mr. RooKEY. Now, has the mayor of Trenton arrived? 
Fnojr THE AtTDiEXCE. No. 
Mr. RooNEY. He must have come on Amtrak. 
FROM THE ATTUEXCE. He did. 
Mr. RooN'EY. The next panel will be the Treasurers and Auditors 

Panel: ilr. Carl E. Eastwick, assistant attorney general. State of 
Mars'land, Baltimore, Md.; Mr. Daniel R. Pellegrini, assistant city 
solicitor, city of Pittsburgh, Pa.; and Mr. Xewell Cook, deputy treas- 
urer, city of Boston, Mass. 

The record will be kept open for the mayor of Trenton immediately 
following the previous panel. 

You may proceed. 

STATEMENTS OF NEWELL COOK, DEPUTY TREASTIllER, CITY OF 
BOSTON; CARL E. EASTWICK, ASSISTANT ATTORNEY GENERAL. 
STATE OF MARYLAND; AND DANIEL R. PELLEGRINI, ASSISTANT 
CITY SOLICITOR, CITY OF PITTSBURGH 

Mr. COOK. My name is Xewell Cook of Boston, Mass. I am assistant 
collector-treasurer of the city and am charged with the responsibility 
for collecting its taxes. I appreciate this opportunity to testify to 
H.R. 8882. 

I strongly believe that this legislation provides an equitable solution 
to the tax collection issue facing Boston and other taxing authorities, 
which has arisen from the bankruptcy of the Penn Centi-al Transpor- 
tation Co. 

The details of the bankruptcy and the subsequently accrued tax 
claims have been dealt with in prior testimony, so I will limit my 
remaiks to this summary of the situation in Boston: 

One, we have accrued tax claims in excess of $11 million and in 
addition interest to date of approximately $6 million. 
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Two, the compromise offer is for $5.6 million and thus is about 32 
percent of the total the city is due. 

Three, the bankruptcy court has separated the land taxed from its 
liens, which has denied the city its normal remedy for collection. 

Four, the court has barred the use of any of the other collection 
remedies. 

Five, it is politically and fiscally impossible for the city of Boston 
to accept this compromise. Our property taxes, the highest in the 
counti7, have risen ii8 percent in the past fiscal year; and the city's tax 
collection policy has been to refuse to accept less than 100 cents on the 
dollar from any delinquent. 

We therefore look to the reoi-ganization plan which offers the full 
discharge of the Penn Central obligation which we need and which we 
deserve. Tliis reorganization plan is, in our opinion, a carefully drawn 
and resix>nsible pi-ogram for balancing all of the interest and claims of 
the creditoi-s, with one exception. The secuiities offered to the local 
taxing authorities muler the reorganization plan, are not marketable 
except at a heavy discoimt. Therefore, our desire to work within the 
reorganijKition plan is thwarted. 

The securities, we believe, will ultimately be paid in full. However, 
we would have to hold the securities until they were marketable to 
i-eaJize the cash wo nee<l. We operate on cash and are not in the posi- 
tion to manage the iwrtfolio of securities the plan offers us. This im- 
certainty, then, of when the securities' full value can be realized is 
the only barrier which prevents us from accepting the plan. 

We have come to Congress then to seek a remedy whose only pur- 
pose is to make these securities marketable at full value. The pix)ix3sed 
guarantee is not intended to interfere with the plan; indeed, it should 
pi-omote the plan. It is not intended to put the U.S. TreosuTy at risk, 
as we believe these securities will be paid in full. 

Xor is it intended to challenge or alter the public policy and con- 
gressional intent underlying the Bail Reorganization Act. Its sole pur- 
pf)se, again, is simply to allow the taxing authorities to realize full 
value from these securities when they are issued. 

I strongly urge pixjmpt and favorable action on the part of the sub- 
committee so the affected taxing authorities can realize the taxes due 
tiiem. !, 

Thank you, Mr. Clvainnan. 
Mr. RooxKY. Mr. Cook, can you talk about full value? If it is not 

possible for your tax authorities to accept a compromise for a tax 
debt, as you pointed out, ])oliticallv and otherwise, why is it possible 
for you to take a security offei-ed in payment for a tax debt and dis- 
count it in the open market ? 

Mr. COOK. T am saying it isn't. I am .saving we are caught between 
tlio i-ock and the hai-d phice on the issue. We have a compromise plan 
on the one hand which is a discount down to 32 percent of the tax 
value. 

On the other hand, we have a reor<Tanization plan which requires 
spiling the securities at a discount. Neither works for us. So we are 
asking for the Federal guarantee in order to make the securities 
innrketable at jmr. 

Mr. RooNEY, Do you think you can market them at par? ' . • * 
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Mr. COOK. With the guarantee; yes, sir. 
Mr. KooNEY. Many of the other witnesses who have appeared be- 

fore this committee yesterday said that was almost impossible, and 
their intention was to sell them at a discount. 

Mr. COOK. AVithout the guarantee, they would have to be sold at a 
discoimt if they could be sold at all. With the Federal guarantee, it is 
our opinion that they could be sold at par for full vahie- 

Mr. KooNEY. Thank you very much, Mr. Cook. 

STATEMENT OF CARL E. EASTWICK 

Mr. EASTWICK. Mr. Chairman, my name is Carl Eastwick; I am as- 
sistant attorney general for the State of Maryland. For the past 2 
years, I have been representing the interests of the State of Mary- 
land in the proceedings for the reorganization of the Penn Central 
Transportation Co. and certain afiiliated bankrupt railroads. 

The State of Maryland joossesses estimated claims for coi-porate and 
other nonproperty taxes in a principal amount estimated to be between 
$4 and $5 million. 

In addition, the office of the attorney general of Jlaryland has been 
authorized to rM)resent appix>ximiately half of the county and munici- 
pal taxing jurisdictions located in Maryland, which possess tax claims 
for unpaid property taxes owed by the Penn Central and affiliated 
bankrupt railroads. None of these taxes, neither the State ooi7>o- 
rate taxes nor tlie local property taxes, have been paid since the middle 
of 1970. 

Mr. Chairman, I would now like to describe the litigation and legis- 
lative history of the reorganization of the Penn Central in order to at- 
tempt to put H.R. 8882 in some perspective and contra^ how the 
local taxing authorities and State taxing authorities have been treated 
in contrast to other high priority creditors. 

The petition of the Penn Central for reorganization was approved 
for filing on June 21,1970. Three months later, the court direxited the 
trustees to defer the payment of taxes which would normally accrue 
during the reorganization proceedingB. I have to emphasize it is the 
normal rule according to the court that these taxes would be paid 
as accrued. 

The obieotions of a number of taxing authorities to that order were 
overruled on appeal. The opinions rendered by the court in approv- 
ing the tax deferral order did not, however, question the validity of 
the claim of the taxing authorities that taxes accruing during reorgani- 
zation are administrative expenses entitled ultimately to share pi-o 
rata with all claims within tlie first, priority, meaning simply that 
those taxes must be satisfied out of the available assets of the debtor 
before any other creditors may be paid. Other claims sharing this 
first priority status are claims for compensation of the trustees, along 
with their consultants and legal advisei-s. Certain other creditors 
which extend credit to the debtor while in reorganization are also 
entitled to a very high priority. 

Notwithstanding the deferral of the payment of taxe^ and other ex- 
penses of administration, the financial position Penn Central con- 
tinued to deteriorate until, in 1973, it because apparent that further 
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attempts to reorganize the bankrupt railroad under the bankruptcy^ 
laws would be fruitless. Consequently the trustees were given until 
July 2, 1973, to file either a feasible plan for reorganization of the 
railroad, or their proposals for liquidation or other disposition of the 
enterprise. 

I might add that if the enterprise were liquidated, the taxing au- 
thority claims as well as other first priority claims would probably be 
paid in full. 

The evidence demonstrating that there was no alternative to the 
piecemeal liquidation of the Penn Central system was overwhelming. 
I quote from the Senate report concerning the rail reorganization 
legislation introduced when it became apparent that the existing 
bankruptcy statutes were inadequate to deal with the massive prob- 
lems of the Northeast railroads: 

The aWIity of the Penn Central Railroad to maintain operations under re- 
organization is critically dependent upon Its ability to generate sufficient positive 
cash flow to sustain working capital needs, cover maturing equipment obliga- 
tions, and pay for essential maintenance and capital expenses. In this most 
critical area, Penn Central contiunes to falter. It has been unable to develop 
a consistent positive cash flow despite eonrt-ordered deferment of payments 
on debt interest, lease-line rentals, and property taxes, and the railroad's con- 
tinued deferment of maintcnnnce and capital expenditures. 

As a result, the Penn Central's liquidity position (the ability to service .short- 
term expenses) continues to wear thinner, with cas balances on the decline, 
and working capital standing at a deficit balance. This continued deteriora- 
tion of liquid resources as a result of inadequate cash flow increases the pros- 
pect for cash crisis by the first quarter of 1974, which could precipitate a com- 
plete shut-down. 

The remedial legislation, the Regional Rail Reorganization Act 
of 1973, was designed to provide a legislative solution to the North- 
east railroad crisis, established the United States Railway Association 
to supervise the creation of a viable railroad network, and authorized 
the creation of ConRail, tiie railroad which would succeed the 
Penn Central as the preeminent railroad in the Northeast region. In 
launching tliis enterprise, Congi-ess was very generous in its treatment 
of many of the creditors of Penn Central whose extension of credit 
enabled the debtor to continue its rail operations during the reorga- 
nization. The Regional Rail Reorganization Act of 1973 was twice 
amended in 1976 to provide Government guaranteed loans to Con- 
Rail so that ConRail could pay the accrued unpaid operating debts 
incurred by Penn Central prior to the transfer of railroad operation. 

Among the creditors benefited by those loan guarantees were the 
suppliers of materials or services utilized or purchased in current rail 
operations; shippers who incurred losses as a result of current rail 
services; railroads to whom the Penn Central owed current interline 
accounts and other current accoimts and obligations; employees of 
the railroad having claims for personal injuries and for pension and 
welfare benefits; persons having claims for personal injuries suffered 
during the reorganization period: and Amtrak. which possessed cer- 
tain claims arising out of conracts with the Penn Central trustees. 
The taxing authorities, other than the United States, who also sub- 
sidized the continued rail operations of the Penn Central to the same 
extent as those who were benefited by the 1976 rail amendments, 
were overlooked. Moreover, the United States Railway Association 
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was afforded super priority over other administrative claimants, in- 
cluding State and local taxing authorities, under the terms of the re- 
organization legislation. Therefore, the normal rule that all admin- 
istrative claimants share as one class pro rata in the distribution of 
the available assets was legislatively overturned. 

In order to reorganize the remnants of the Penn Central system, the 
trustees must come to terms with the taxing authorities who have re- 
ceived virtuully no tax revenue from the debtor during the 7 
years that it has been in reorganization. The trustees have made two 
proposals. Under the first proposal, the trustees would pay only one- 
half of the amount of each tax claim (excluding interest and penal- 
ties) , or $10,000, whichever is greater. 

The second proposal, which is included in a jiroposed plan of re- 
organization, provides for immediate payment of 20 percent of tlie 
principal amount of each tax claim in cash upon the consummation 
of the plan, with the remaining 80 percent of tlie principal plus all 
of the interest to be paid through the issuance of secured notes which 
would have a relatively high claim upon certain of the available assets 
of the reorganized company. Onlv those taxinc authorities des{x>ratcly 
in need of immediate cash could intelligently opt for the 50-percent 
compromise proposal. 

Admittedly, the enactment of Federal guarantees for the secured 
notes would be of little benefit to those taxing authorities which are 
desperately in need of the maximum amount of immediate cash. The 
plan of reorganization, as presently constituted, would provide them 
with only cash in the amount of 20 percent of the principal amount 
of their tax claims. For the large number of the taxing authorities 
with less immediate needs, the Federal guarantees for the secured 
note^s would make the risk analysis of those securities much simpler. 

To that extent, I would anticipate that many more taxing authori- 
ties would opt for the plan of reorganization proposal if Federal 
guarantees for the secured notes were enacted. By that simple meas- 
ure. Congress would insure that a larger number of taxing authorities 
would be able to maximize their recovery of taxes which have been 
so long deferred, and, indeed, ignored. 

STATEMENT OF DANIEL R. PELLEGRINI 

Mr. PELLEGRINI. MJ' name is Dan Pellegrini and I am first assist- 
ant city solicitor for the city of Pittsburgh. I am in charge of the 
litigation for Pittsburgh concerning the Penn Central bankruptcy and 
have been active in eilorts to secure support for House Resolution 
8882. 

The city of Pittsburgh has a substantial interest in securing the 
passage of this bill since it would insure that the city and its other 
coextensive local governments would receive the substantial amount 
of money owed to them. In total, this amount is approximately $13 mil- 
lion, out of which $7 million is owed directly to tne city of Pittsburgh. 
It must be emphasized that these amounts largely represent post- 
bankruptcy claims on property that was used for nonrailroad pur- 
poses. Under the bankruptcy law these claims are of the highest pri- 
ority since they are administrative expenses. 

Over the past 2 days you have heard the testimony of a number of 
witnesses concerning the history of the bankruptcy as it relates to the 
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nonpayment of taxes by the trustees of the Penn Central, the detri- 
mental impact that their nonpayment has had on local taxing bodies 
and the beneficial effect that this bill will have in alleviating the detri- 
mental impact. I would like to address myself, however, to the actions 
that the Federal Government has taken or failed to take which have 
allowed these taxes to remain unpaid and the actions it took that 
would force the local taxing authorities to accept Penn Central notes 
rather than payment in cash as other taxpayers are required to make. 

Before addressing myself to the responsibilitj- of the Federal Gov- 
ernment in this matter, I would like to impress upon you that our 
request is completely dissimilar to the requests for a guarantee of 
notes or bonds. We are not seeking a "bailout" which was the nature 
of the legislation concerning Lockheed or New York City. The affected 
local taxing bodies are not in the predicament they find themselves 
because of profligate spending or any action on their part but becaiise 
of, in part, the actions of the Federal courts and Government. The 
passage of this legislation will not provide bonus tax revenues but 
will assure prompt repajTnent of taxes that other taxpayei-s have been 
forced to make up for 7 years. 

In the actions taken by the Federal Government since the Penn Cen- 
tral went into reorganization, the Government has advanced the posi- 
tion both in the courts and in legislation, that it was in the national 
interest for the Penn Central railroad to continue operating. The basis 
for this national interest was the realization that the nonoperation 
or a breakdown of any segment of the nationwide integi-ated rail net- 
work would bring chaos throughout tlie Nation. In fact in a declara- 
tion of policy in the Kegional Eail Reorganization Act states just that, 
that this bill was passed because it was in the national interest and, 
as I recall yesterday. Chairman Rooney made that same statement in 
his opening remarks in these hearings. 

This is illustrated by the fact that when the trustees proposed liqui- 
dation, the Federal Government opposed the liqiiidation knowing full 
well the distrous effects that such action AVOUIQ have on the Nation. 
Not only did it force the trustees not to liquidate, the Congi-ess au- 
thorized over $500 million in loans for its continued operation. More- 
over, it created the Consolidated Rail Corporation to insure that the 
country continued to have a national railway system since the trustees 
seemed either incapable or unwilling to continue the rail operation of 
the Penn Central Cfo. 

However, in pursuhig this laudable Federal policy, certain actions 
were taken both administratively and legislatively that effectively 
deprived local municipalities of the prompt payment of their much 
needed taxes. Tiie Regional Rail Reorganization Act contains several 
provisions that adversely affected the collection of taxes by local tax- 
ing liodies. This act pi-ovides hundreds of millions of dollars to the 
railroad. While this act authorized that other administrative expenses 
could lie paid, such as the salary of the trustees and legal fees, it 
forbade the pavment of local taxes. While this provision produced the 
initial shock of the continued denial of the immediate paj-ment of local 
taxes, another provision of the act has proven to be even more dis- 
astrous to local taxing bodies. 

This is the provision in the Regional Railroad Reorganization Act 
which requires that the loans made by the Federal Government to the 
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Penn Central must be repaid prior to anyone else receiving money that 
is owed to tlicm. The effect of this provision lias been to stop payment 
of postbankiniptcy toxes owed by the trustees to local governments. 

In a meeting with Brock Adams, the Secretary of Transportation, 
and representatives from a number of cities affected by the nonpay- 
ment of taxes, the Secretary stated that when, as a Congressman, he 
helped draft the Regional Railroad Reorganization Act the purpose 
of this provision was not to deprive State and local governments of 
tlieir taxes but to prevent shareholders and large institutional in- 
vestors, who liad prebankruptcy claims, from receiving any money 
before the Federal loans were repaid. In large part this provision has 
backfired. It was used as a shield by tlie trustees not to pay their taxes 
because the tru.«tecs said tliat they could not pay local taxing bodies 
until they had repaid the Federal Government's loan. 

After ConRail took over the operation of the railroad, the Federal 
Government could liave forced the tiustees from this position becatise 
of the enormous leverage that the Government had as a result of the 
trustees' obligation to repay immediately the $500 million which the 
Govenimont liad advanced to tlio Penn Central. Tlic leverage was 
strengtliened by a provision in the Regional Rail Reorganijration Act 
that allowed the Serretar}* of Transport:ition disci-etion on liow the 
loan was to be rppaid. 

Instead of using the leverage for a purpose that was advantageous 
to help repay local taxes, it was used to formulate a compromise witli 
tlie trustees resulting in a plan of reorganization that is the sword 
with which tlie trustees are attempting to deprive the local govern- 
ments of their taxes and enrich the shareholders of the reorganized 
company. 

A recounting of how this occurred was siqiplied in affidavits filed in 
the bankniptcy court in Philadelphia. These affidavits state that rep- 
resentatives of the Friday morning group, which is composed of the 
trustees, banks, and other large institutional investors, met with rep- 
resentatives of the Department of Transpoitation to work out a com- 
promise on the repayment of Government loans. The compromise was 
reached and was ai)proved by Secretary- of Transportation Coleman 
on December 20.1970. 

Interestingly enough, this settlement dealt with other matters that 
also accrued to the l^enefit of the Friday morning group. 

Beside the resolution of the matter of the loans, the settlement con- 
tained a provision that Mould allow a compromise of. among other 
things, postbankruptcy taxes owed to local taxini; bodies. It provided 
that local taxinc: authorities were to receive on"lv 50 percent of the 
principal of their claim, and did not allow anythmg for penalty and 
interest. This provision of the compromise was completely superfluous 
to any claim that the United States had for the repayment of its loans. 
Why the Department of Transportation, if it wanted to deal with this 
matter, did not demand full i^ayment of the local taxes, including 
penalty and interest, is completely incomprehensible. 

Even more, incomprehensible than the result of this compromise is 
the metho<l by which it was reached. As stated, while the Department 
of Transportation met with tlie Friday morning group, the large pre- 
bankniptcy creditors, it never even consulted with local governments 
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as to whetlier tlie compromise was acceptable. Contact with represent- 
atives of State and local governments would not have been difficult 
since there is in tlie possession of attorneys for the Government, an 
official list of individuals to contact. It appeai-s, howe\er, that they 
did not want any input from local governments, since when a large 
number of cities ancl States expressed their opposition, the Federal 
Government joined forces with the trustees to have the compromise 
approved. 

This comproniise has been a disaster to the efforts of State and local 
governments to receive full payment of their taxes. 

In dealing with the trustees, the State and local governments are 
confronted with tlie trustee's position that they cannot offer more 
under the plan of compromise because the Federal Government is now 
behind their plan. States and cities seeking taxes are now confronted 
with a union of the trustees whose conduct can bo described at best as 
unbending, and seemingly disinterested Federal Governments This 
union puts the Federal Govemmet in a position of telling beleiiguei-od 
local govennents to write off possible $250 million in back taxes which 
dollars would accrue to the benefit of the reorganized company. This 
position, after local governments have subsidized the national rail 
transportation system, is luiconscionable. 

This involvement of the Federal Government does not end there. As 
the Government was aware when it entered into the compromise, it is 
(he keystone of tlie plan of reor^ranization. Under this plan the notes 
are issued for whicli we are seeking the guarantee through H.R. 
8882. Under this plan, tlie local taxing entities, after waiting 
7 years, are now to wait a mininmm of 10 years for their taxes. With- 
out the approval of the plan b}' the Federal Government, State and 
local govermnents would have to be paid because no plan could sus- 
tain attacks by both State and local governments and the United 
States. 

Federal lesiMjnsibility in this area is not limited to actions that it 
took or failed to take wliich placed local governments in their di- 
lemma. The Government has a responsibility to insure that inequitable 
burdens are not placed on the local governments to advance national 
goals. 

As this committee is aware, demands on revenues of local govern- 
ments did not diminish just because the Penn Central did not pay 
their taxes. Other taxpayei-s were required to pay more taxes to offset 
the loss of Peiui Central revenues and, in effect, subsidize the opera- 
tion of the Penn Central segment of the national rail system. More- 
over, it was not the more affluent regions called upon to make this 
sacrifice, but the poorer Northeast and Midwest States. But more par- 
ticularly, it was the poorer residents of the region, the residents of 
the central cities who were required to subsidize the national rail oper- 
ation. Affluent surburban communities do not have railyards or ware- 
houses in tliem. So in the last analj'sis, the burden fell on the poorest 
of the poor. To alleviate this situation where the poor are subsidizing 
the more affluent, calls for pasage of this legislation. 

In conclusion, the Federal Government has a great deal of respon- 
sibility for the plight of the local taxing bodies. With no cost on their 
part, they can rectify this situation and pump $500 million of private 
sector money into the economy. 
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I urge your favorable consideration of H.R. 88S-2. 
5Ir. KooxET. Thank you very much. Mr. Pelle^ni. 
As I pre\'iously stated, the Federal Government has not been ignor- 

ing the needs of the local municipalities in this coimtry and I have 
talked about the revenue sharing, I have talked about the EPA grants 
that came out several weeks ago, almost $4 billion. 

Let me ask the panel this question: 
This has been going on, as you say, for 7 years and all of the wit- 

nesses the last 2 days have come here before the Congress after a 
7-year wait. 

AMiat prompted all of the witnesses to come to Wasliington in the 
closing days of the 1st session of the 95th Congress to support this 
legislation? 

Does anyone wish to comment? 
Mr. COOK. It had been difficult for the taxing authorities to have 

anything to work against until the reorganization plan was proposed. 
The reorganization plan which we are suggesting would be attractive 
to the taxing authorities with the guarantee from the Federal Gov- 
ernment is even yet not ordered. Therefore, we are in some sense at risk, 
e\en now, asking for this legislation whereb}' we could let tlie October 
19 deadline come and go, the organization plan comes to naught. 

It has been difficult for the taxing authoritv to deal with this mono- 
lithic bankruptcy as we are disparate, spread around the country and 
find it difficult to talk to each other. But until the reorganization plan 
was proposed we had nothing against which we could work in deter- 
mining what resolution of our claims would be appropriate. 

ilr. EASTWICK. Mr. Chairman, if I might add a few remarks. 
We didn't learn until December 1976 the intention of the trustees 

to take care of this tax liability. We learned for the first time then that 
they planned to issue secured notes in partial payment of that liability. 

Tlie first plan of reorganization offci-ed a package of secured notes 
which was even less favorable than what we are getting now. We 
attempted at that time through an informal group of taxing authori- 
ties to negotiate with tlie trustees, to see if we could get a letter deal 
voluntarily with court approval. 

The trustees did come up with a better deal. They offered us 20 
percent cash and a slightly more favorable package of secured notes. 

We attempted to further negotiate with the trustees and when it 
became apparent that those negotiations would become fruitless it was 
at that time we turned to what we considered to be one of our last alter- 
natives and that is to turn to Congress to see if we can get Federal 
guarantees. 

Mr. RooN-ET. Mr. Skubitz. 
^^r. SKUBITZ. Mr. Chairman, I regret very much I have not had an 

opportunit]? to read this testimony. Had it been sent in before today 
or not? It is rather difficult to ask questions when you sit here ani 
listen to witnesses. Any reason why you didn't have your testimony 
in Ijeforehand. 

Mr. PELLEGRixr. Mine was in. Mr. Skubitz. 
Mr. SKrBiTZ. Just listening to it, I am a little surprised. Mr. Pelle- 

grini, how long have you been city solicitor for the city of Pittsburgh? 
Mr. PEIXEGRINI. Seven years but two yeai-s were spent in the Army. I 

have 7 years'credit. ' -   • * 
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Mr. SKUBITZ. When did you take over your position ? 
Mr. PELLEGRINI. AS assistant city solicitor ? 
Sir. SKUBITZ. Yes. 
Mr. PELLEGRINI. In November 1970.1 went to the Army in January 

of 1971 and came back 2 years later. 
Mr. SKUBITZ. I am asking that for a purpose. 
How long have you been with the city of Boston ? 
Mr. COOK. The spring of 1976. 
Mr. SKUBITZ. The reason I ask that is that I was rather shocked in 

listening to the testimony of you gentlemen. Apparently you dont 
know anything about the background of this. 

As 1 recall, Mr. Chairman, when these railroads were going into 
bankruptcy we had representatives from all of these areas beating on 
out back door, "For God's sake, don't let this railroad system go down 
the drain by bankruptcy and close their doors because we are all in 
sad shape." 

I can't remember a single person west of the Mississippi coming in 
and saying that it is in the national interest of this country to keep 
t hem going, for God's sake keep them going. 

Now all at once nothing has been said about that. You wait until 
we do something, now you are sending in a new flock of fellows, saying 
"Boy, we want tliese taxes paid." 

ilr. PELLEGRINI. I don't disagree with you that there was a crisis. 
There was a crisis when the Congress passed the Regional Rail Re- 
organization Act and helped the Nation when it took the action it did. 

Sir. SKUBITZ. It helped the Nation. I am not saying it didn't. What 
I am trying to say to you is that I was beat over the back by folks out 
in that area saying, "Let them go down the drain, they got into this 
mess." 

But in the interest of the Nation I moved ahead and I did things 
because of the urgency that ordinarily I wouldn't do. 

Now you folks come in here saying, "We want the tax money." 
Mr. PELLEGRINI. We agree with you. The difference is that when 

Gulf Oil or Exxon gave diesel fuel to the Penn Central they were 
paid. 

Under the bankruptcy law, which is the congressional law also, 
taxes are administrative expenses. They should be paid concurrently 
with diesel fuel or the counsel fees for the trustees which are about 
Srl40,000 a quarter and so on. They should be paid in the same frame- 
work. They weren't paid. What happened was that we had a national 
rail system that we are trying to get going because if you have lettuce 
in California that can't get to Pittsburgh it is going to rot in Chicago. 
This area of the Nation was required to subsidize it. 

As my statement indicated it was the poor cities that had to subsidize 
this rail operation. In the city of Pittsburgh, except for a few portions 
of what we know as the old city, we don't tax rail properties. Our taxes 
are on property that was held for speculation by the Penn Central 
Tliis is very valuable property. 

For instance, the general State authority of Pennsylvania in our 
behalf paid $5.5 million for a small portion of the land they owned 
in Pittsburgh about 2 years ago to the Perm Central Railroad. 

We could not get our taxes on that money. We are not saying that 
what you did was not extremely beneficial to the Nation. What we are 
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saying is in that crisis certain things occurred, especially adminip- 
tratively, that caused us not to collect our taxes which we expended 
in services. 

We are just asking for money that is due us. We are not criticizing 
the Federal Government. 

Mr. SKTTBITZ. Should you not go to the bankrupts for this money ? 
Why do you come to us? I thought we were stepping in the same posi- 
tion as the bankrupts stepped in. It seemed to me these are accumula- 
tions that took place when the railroad was in bankruptcj'. Penn Cen- 
tral refused to pay the money, is that correct? 

Mr. COOK. Penn Central was operating under the orders of the 
bankruptcy court. 

Mr. SKTJBITZ. They were still under the railroad? 
Mr. COOK. Yes; under the general umbrella created by the reorgani- 

zation Act these taxing authorities have foregone the payment of taxes 
in the past 7 years. This has been in the public interest and has served 
the public interest. 

However, we have subsidized the reorganization of the sur\'iving 
corporation to the extent of $500 million. 

Mr. SKUBrrz. They were precluded by us but in turn they were ptill 
liable for their taxes. They are getting some money out of this. Why 
don't you go against them ? 

Mr. COOK. That is what we would like to do. They have offered us 
out of the bankiniptcy court securities to pay off their debt. 

The problem for us is that these securities are not marketable. We 
are in a cash outlay business. We pay for sen-ices for our citizens. We 
need the cash to operate. We can't manage a portfolio of securities. 
AVe arc not asking for Congi"ess to put up any money. We don't believe 
it will cost Congress any money at all. What we are asking for is the 
guarantee from Congress that will make these notes marketable now so 
that local arrangements can be consummated. 

The Penn Central has the assets to pay their taxes. The Federal 
Court in Bankruptcy has set up a program under which they are going 
to pay those debts. It does not work without the guarantee because 
those securities are not marketable for us. We don't want money from 
(^ongress. We want the guarantee which will enable us to sell the se- 
curities for cash to pay our bills. 

Mr. SKUBPTZ. I want to look into this. I have the deepest sympathy 
for the city of Pittsburgh because my hometown was named after 
Pittsburgh, Pa. But we dropped the "it'': we spell it correctly. 

So I want to look into this further and see what vour rates are if 
you have any. By the same token, I have been around this Hill for 34 
years, not always as a Congi-essman, only 16.1 could not have stood it 
for 34 years as a Congressman. I am nearly ready to leave the place. I 
have heard that old argument so many times, it is not going to cost 
Government a cent. Every time I think of it I look at this stadium 
out here and look at a few other things, the subway sj'stom, and a few 
others that were not going to cost us a cent either. 

So I get a little suspicious of this "It is not going to cost you a cent" 
l>ecause anything worthwhile usually costs you something. I learned 
that years ago. 

ilr. PEIJ.EORINI. Congressman, could I make one conunent about 
that? 
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ilr. SKUBITZ. I have one other question to ask you. 
Would vou have the Government also guarantee every bankrupt, 

including W. T. Grant ? 
Mr. PELLEGRINI. No. 
Mr. SKUBITZ. They are in this tiling too. 
Mr. PELLEGRIXI. NO. It is completely difi'erent. 
Mr. SKUBITZ. Why is it different ? 
Mr. PELLEGRINI. In 1970. the Federal court in Philadelphia said 

that we couldn't collect our taxes. In W. T. Grant's case they liqui- 
dated. If the Penn Central would liquidate today we would get full 
pajTnent. 

One of the problems we have in the bankraptcy court is that the 
Justice Department, which is part of the Federal Government, goes in 
and they are behind this plan of reorganization. They are saying, 
"City, State, take these notes, you arc going to get your money, you 
are going to get it eventually, you don't have anySiing to worry about, 
they are fully backed and you should take this plan of compromise in 
the plan of reorganization. 

So they go up there and they say "You should take this, this is gi-eat. 
We have a letter that says they are fully secured and you don't have 
anything to worv about." 

What we are doing, you know, if the administration and the Justice 
Department is telling that to the court, we arc coming down and say- 
ing to Congress, the other branch. "It is not going to cost you a dime, 
it is not going to cost you anything." 

In a way it is almost putting your money where your n\outh is. 
There is a whipsaw going on, the Federal Government saying that it 
is not going to hurt you, but here somebody says, "Well, it might cost 
us money." 

The Federal Government can't have it both ways. 
I would like to address myself to a comment that Congressman 

Rooney made about guaranteeing notes. The energy bill that went 
through guaranteed something like $10 billion in loans for coal oper- 
ations and other things. 

Mr. ROONEY. The energy bill has not gone through. 
Mr. PELLEGRINI. There was a loan provision in it, it has guaranteed 

$10 billion. 
One of the beneficiaries of this is the reorganized Penn Central 

Railroad because they have large coal operations. Whoever is pushing 
that is able to get that type of loan guarantee through which might 
cost Government money and we are coming down here to ask for a 
guarantee which the Government saj^s wcai't cost the Government 
any money. 

Mr. SKUBITZ. Mr. Chairman, I would like to ask permission to let 
counsel ask a few questions. Do vou have any objection? 

Mr. RooNET. I have no objection. Before he does the Chair recog- 
nizes Ms. Mikulsld. 

Ms. MiKULSKi. Mr. Eastwick, I have a question for you. I am sori-y 
I did not hear your oral testimony. Your written testimony gives a 
rather succinct summary of the situation but I am not clear of the 
l>osition you are taking. Could you reiterate it ? 

Mr. EASTWICK. The position of the State of Maryland, Congress- 
woman Mikulski, is that we are at the present time up in the air abouf 

23-«51- 
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whether to accept tliis SO-percent compromise offer which w;ould give 
iis immediate cash or whether we could, do better under this plan of 
reorganization which would be a 20-percent cash provision plus 80 
percent on these secui-ed notes. 

I might add at this point that a rudimentary fiscal analysis  
Ms. MiKULSKi. Does the State have a position or does it not? 
5Ir. EASTWICK. Yes; we are in favor of H.R. 8882 for the reason 

that it would make the risk analysis of the plan of reorganization so 
much easier for us to know that the Federal guarantees would be 
there for the secured notes. 

Wo would at that time be in a position of either holding on to these 
notes and realizing the cash flow from them or these notes would pre- 
sumably have market value and we could sell them immediatelv and 
tiierebv maximize our recovery of the taxes which have been deferred 
since 1970. 

Ms. MiKiTLSKi. I have a following question for both you and other 
members of the panel. I presume you are here under instruction of 
some other administrative or le^slative branch within your own 
political jurisdiction. 

I would like to know, No. 1, who did instruct you to take the posi- 
tion which you did? Was it the mayor, city coimcil, State legislators? 
.Vnd, No. 2, what were those instructions? 

Mr. EASTWTCCK. I can start. I am here simply as a lawyer for the 
State. I have been advising the board of public works in the State of 
Maryland which is composed, as you know, of the Governor, the State 
comptroller, the State treasurer. These gentlemen will be the gentle- 
men who make the ultimate decision. They have not instructed me 
to take a position. I am here as an ongoing member of the infonnal 
group of taxing authorities who are trying to make those gentlemen's 
jobs as easy as possible and I think the enactment of Fixieral guar- 
antees would make the pathway clearer for them. 

Ms. MTKULSKI. "\yiien you say you are in favor of this legislation 
tlicn are you speaking for the State of Maryland or are you speaking 
us a member of an informal coalition examining alternatives ? 

Mr. EASTWICK. My precise position here is as a technician actually. 
Ms. MiKULSKi. That does not answer my question to my satisfaction. 
Ai-e you speaking here for the Governor of tlie State of Maryland 

and its comptroller? 
AEr. EASTW^CK. Xo, ma'am. T am not. 
Ms. MiKri.sKi. Are you speaking for the attorney general ? 
Mr. EAS'nvicK. Yes; T am. 
Ms. MiKirLSKi Is it his position to recommend tliis but he has not 

cleared this, for example, with the Board of Public Works? 
Mr. EAsnvicK. That is correct. 
Ms. MrKTn.SKi. I understand. 
What about you. Mr. Pellegrini and Mr. Cook ?    . 
Mr. PKLLEORIXI. Congresswoman ]\Iikulski, I am here on the express 

instnictions of Jfayor Calgeril who was here last week and met with 
Mr. Adams. The city treasury-, the Republican candidate, is also be- 
hind it. He went to Cleveland for a meeting. We are unified. It is really 
a nonpartisan issue. 

Ms. MrKULSKi. Had the mayor discussed this with his city council ? 
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Mr. PELLEGRINI. The council is aware of it. Tn Pittsburgh we liave 
a strong mayoral form of governmeit. We don't operate that way. My 
indications from the account and finance people is hist of ail we can t 
accept anything less than a hmidred cents on the dollar by legislation. 

Ms. MiKXTLSKi. Is that muncipal or State legislation? 
ilr. PELLEGRIXI. State legislation. We don't have any problem, in 

Philadelphia we don't know if we can take the notes. The Federal Gov- 
cinment notes we could probably take. Xo one has ever considered the 
plight of people who can't do either legally. 

One of the thing we have been looking at is if the legislation wont 
through we could say it is a Federal note and not a Ponn Central note. 
Otherwise we are in a kind of strange legal  

Ms. M1KTJT.SKI. Wliat about you, Mr. Cook ? 
Mr. COOK. I am here both on my own authority and on the mayor's 

authority to support the legislation. Similarly in !\[assacluisetts and in 
the city of Boston we have no option. We can't legally accept the com- 
promise offer or the reorganization plan without special legislation. 

Ms. MiKULSKi. Coidclyou accept this ? 
,   Mr. COOK. With the Federal gurantee it is the opinion of our counsel 
that the law can be satisfied. 

ilr. SKITBITZ. Will the gentlelady yield ? 
Ms. MIKULSKI. Just one second and I will yield. 
The reason I have asked the questions the way I have is that many 

people testified before us and have indicated this has local su])port. Yet, 
very often, it is a particular individual Avithin the executive branch 
who has taken a position without consultation witii other members of 
tiie executive branch or with the legislative body. I just wanted to 
know for whom really you were speaking. 

Thank you. I will be happy to yield. 
Mr. SKITBITZ. I have one question. Both of you said legally you can't 

accept a compi-omise: is that right? 
Mr. COOK. Nor this plan as proposed, sir. 
Mr. SKUBITZ. If you turn it down completely, do you have a legis- 

lature there in the city that will get busy and do something alx>ut the 
compromises? I think we went through this whole thing once already. 

5Ir. COOK. In the case of Massachusetts, sir, it is the State legisla- 
ture which often does not see the wisdom of the city of Boston's needs. 

Mr. SKUBITZ. If you can't get Big Papa to act, you are really in 
trouble. 

Mr. Chairman, I have no further questions. 
Can Mr. MoUoy ask some questions ? 
Mr. Moi-LOY. Thank you, Mr. Chairman. 
I have just one question for anyone to answer on tlie panel. 
As I understand it, there are still some other bankrupt railroads in 

the Northeast that have not filed reorganization plans. If H.R. 8882 
was enacted, would those railroads tend to make an offer of a dollar, 
for example, in order to get settlement of their taxes which are some 
$80 million, thereby leaving Uncle Sam holding the bag? 

Mr. PELLEGRINI. The only way I can answer that, I think one of the 
other witnesses is going to address that directly, but if the determina- 
tion is made by the Federal Goveniment as in this case, that it won't 
cost Fedei"al Government a dime, I can see no reason. 
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One of the things is that vce are dealing in a vacuum. We don't know 
what they will come out with. "We don't know what their assets are. 
The assets here will cover it. If the}- are in the same situation. I see 
no reason why the guarantee could not be extended to thm. If the fact 
situation is idntical, yes. 

Mr. COOK. I think it is the purpose of the legislative remetly we are 
speaking of here to apply only to the Penn Central bankniptcy wiiich 
is distinct from the others. We had the Boston & Maine bankruptcy in 
Boston, Mass. Here, however, we find something luiique. We find an 
asset base which is large and substantial, and indeed au earning stream 
which is large and substantial and ongoing which can cover the tax 
liability wliich has accrued. 

In order to effect the reorganization plan, they have a program 
which defers the payement of the acciued taxes over time. I think it is 
wise; I think it is an appn)priate reorganization plan. 

The problem for the cities is that those things are not liquid, they 
are not marketable at par. We need the money. We cjin't manage a 
portfolio. We are looldng to trigger the liquidity of those aecuiities 
against asset base which is lai'ge enough to cover. 

In a bankruptcy situation like W. T. Grant or another railroad 
where there is not that asset base, we, too, like other creditors, have 
to live with the law. 

Mr. MoLi>OY. One final comment. I know you haA'en't had a chance to 
look at it, but Mr. Davis put in a bill yesterday that provides an alter- 
native approach to help these States and citj' governments—you might 
want to take a look at that— in that it embodies a ^ant that will equal 
the shortfall that yon might have in taxes and avoid some of the prob- 
lems that you have been mentioning. 

!Mr. RooNKY. It is a bi-anch-line subsid}'. Any tax loss can be con- 
sidered a,s the State share in a branch-line subsidy. Is that correct ? 

Mr. MoLLOT. Yes. 
Mr. Rooxm'. It is an in-kind benefit legislation, 
ils. MiKUiijKi. I will follow that up. 
Mr. SKUBITZ. One other question, ^ir. Chairman. 
A breakdown of the estimated property taxes by States hei-e—I think 

the total taxes are $430,967.000—if vou break those down, ConRail's 
share woidd be $299,726,000.1 will restate it. The total amount is $453,- 
967.000. These are the taxes up to 1976. ConRail has been paying their 
share of the taxes since. The breakdown of that $299,726,000 would be 
assessed on the property that ConRail took over, is that right, as their 
share ? 

The other $1.54 million would be Penn Central. That is not only 
taxes: that is taxes and penalties. 

Can you tell me what the penalties are on the total $435 million ? 
Mr. CooK. It varies State by State because eadi State has its own 

legislation which provides penalties. 
^Ir. SKUBITZ. Wliat is it in ^Maryland and what is it in Pemusylvania ? 
Mr. PELLEGRINI. In Pittsburgh, it is 6-percent penalty, a half per- 

cent a month, the same as the interest. 
I would like to point out during the period that the bankruptcy was 

going on the prime interest rate was 9 and 10 percent dunng that 
periwi. So the interest was substantially below the going prime rate 
at that time. 
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Mr. SKtTBiTz. T^et me put it another way then. 
If we are bargaining, if a l>anivrupt<?y says, "I want to bargain with 

yon on this, I will pay the taxes and not the' penalty," how much would 
it lednce your claim? 

Mr. PELUEORINI. About $2.3.'),000. 
Mr. COOK. In Massachusetts, the total claim of the city of Boston, 

$17-odd million, $5 to $6 million of that is interest and penalty. 
Mr. SKUBITZ. Yours is $17 million? 
Mr. COOK. Approximately $17 million. 
Mr. SKUBrrz. It would reduce it about  
Mr. COOK. $.5 to $6 million. 
Again by st:itute in Massachusetts, the interest and penalties x^ro- 

vidcd for by statute become a part indistinguishable from the tax, and 
tho local authorities, and indeed the State, have no power to waive 
those. 

Mr. SKTTBITZ. Does that apply to Pennsylvania, too ? 
Mr. r*KLLE(iRrxi. Yes. 
Mr. COOK. One of tho questions that has come up is the uncertainty 

of the tax claims, and you a-kcd Avhy taxing authorities might not 
know. It has been a problem and it is a problem because in April 1970 
ConRail assniiied assets tliat wore transferred to it by Penn Central. 

In Massachusetts, no deeds have as vet lieen recorded. It has been 
dillifult to detcnnine who owns what, t^renous to the ConRail trans- 
fer, there was also Amtrak and our local transit authority which took 
o\er prt)perty. 

Again, deeds have not been recorded. The ability to detemiine ex- 
actly what Poim Central owned and when they surrendered has been 
confused. 

Mr. SKUBTTZ. Juf-t one moi-o word and then I am through, Mr. 
Chairman. 

As I say in the beginning, it was the cities and all of you who came 
down here begging and pleading for God's sake don't stop the rail- 
roads. 

I told you that west of the Mississippi they were on our backs to let 
them go broke. I went along witli our chairman and the committee be- 
cause I thought it was in the best interest of the country. 

Because of the pressure we were under at that time, I did not think 
then that I would ordinarilj' do this to keep the railroads running. I 
will bo loolcing at these claims in t]io light of that because I want to 
see you dealt with fairly. It seems to me we went through this whole 
thing at that time. 

If you are entitled to something. I want to see that you get it. If we 
have covered this thing already, you will have to get your votes some- 
wheio else. 

That is all. 
Mr. EooNEY. Thank you. gentlemen, for your appearance before 

the committee and your testimony. 
Our next witnesses can either apiK>ar as a panel or individually. Our 

next witness will be Mr. Francis E. Gaul, treasurer, Cuyahoga County, 
Cleveland, Ohio. It is rather unique that the two witnesses appearing 
before us now, Mr. Slaibitz, one is for and one is against this legislation. 
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STATEMENTS OF FRANCIS E. GATTL, TREASURER, CUYAHOGA 
COUNTY, OHIO, AND VINCENT C. CAMPANELLA, AUDITOR 

Mr. GAUL. Mr. Cliairman and membei-s of the Subcominittee on 
Ti-ansportation and Commerce, I deeply appreciate this opportunity to 
addi-e.ss the subcommittee on the vital issue of the Penn Central tax 
payment. As treasurer of Cuyahoga County, I represent 1,700,000 resi- 
dents who are in overwhelming agreement that no compromise should 
be accepted from the trustees of the Penn Centi-al Ti-ansiX)rtation Co. 
"Xo Compromise!" is tlie absolute sentiment in Cuyahoga County. 

Some public officials, with whom I respectfully differ, are so con- 
cerned by the deficits forced by the lack of Penn Central tax dollar 
flow, that they feel a Federal guarantee of notes is the surest and most 
certain way to receive 100 pei'cent local tax paj-ment. 

In spite of the general agi-eement that 100 percent of the tax de- 
linquenc}' must be collected, there is disagreement as to the means to 
effect that collection. 

Congress, in their wisdom, passed the Rail Eeorganization Act of 
1973, wliich gave birth to ConRail. ConKail, and not Penn Central, 
is the entity that protects the public need of rail service. 

Peim Central, devoid of the rail oi>erating authority, does not pro- 
tect public necessity for rail service. Penn Central is a private coriX)ra- 
tion whose assets greatly exceed their Fedei'al and taxing district debts. 
Tlierefore, there is no need to accept anj- compromise—local or Fedei-al. 

The true difference of opinion lies in whether Federal guarantees 
shoidd finance private corporation tax payments. Particularly when, 
as a result of the creation on ConRail, the reorganized corporation no 
longer protects public necessit}'. 

Thei-e has been no concern about the true asset value of the bank- 
rupt entity, and their ability to pay. By their own testimony, the 
trustees have embarked on a valuation case, claiming tliat tlie assets 
conveyed to ConRail under the Rail Reorganization Act of 1973 were 
undei-\'alued. In the meantime, assets are being liquidated coiitinually, 
and yet nothing is paid on their outstanding tax liability. While the 
Fetleral and local tax district liability is in the neighborhood of $1 
billion, the trustees boast of asset valuation exceeding $10 billion. 

I find it inconsistent that we pennit a private corpoi-ation to re- 
ceive special ti-eatment when the public necessity for rail transporta- 
tion has been pi-ovided under ConRail. As treasurer of Cuyahoga 
County. I find it incongruous that wo jjermit a private corporation 
the privilege of enjoying special treatment through the us© of tax- 
payer funds, and. additionally expose the Federal Govenunent to the 
possibility of further expense by underwriting tilio proposed notes 
to pay off their tax liability. 

I, therefoi-e, respectfully request that you reject the proposed U.S. 
House bill 8882 as not Ix-ing in the best interests of the general 
public. 

Thank you, ilr. Chainnan. and members of the Subcommittee on 
Transportation and Commerce, for the opportunity^ to express my views 
as reflected by the vast maioritv of my constittients. 

Jfr. Chairman. I should add although I am county treasurer of 
Cuyahoga County, I am representing myself as a taxpayer. I am not 



83 

here at government expense. I am articulating my personal opinion 
on the principle of government that is involved. 

Mr. RODNEY. I commend you for your very fine statement. 
Thei-e was a treasurer from Franklin C!ounty, Ohio here yesterday 

wlio took an opposite view of yours. Is that contiguous ? 
Mr. GATJL. NO. sir. it is 180 miles away. It is Columbus, Oliio. 
Mr. RooKEV. What is your town ? 
Mr. GAUL. Cleveland, Ohio. 
Jlr. RooxEY. You may proceed. 

STATEMENT OF VINCENT C. CAMPANELLA 

]\rr. CAMPAXELLA. Mr. Chairman, my name is Vincent Campanella, 
auditor of Cuyahoga County. I request my statement be made part 
of tlie i-ecord and I will summarize it for j'ou. 

Mr. Chairman, as you indicated there was a treasurer from the 
next largest county in Ohio who differed yesterday from what Mr. 
Gaul's |>osition was. 

I found myself amusingly in kind of a dilemma. I was not sure 
whether I should have flown back to Cleveland to seize the railroads 
or to come hero <and testify before j'ou todaj'. It is amusing and per- 
haps confusing tliat Mr. Gaul, who is 12 feet away from me in our 
offices, ciliose to be at this same table Ijecause it highlights the con- 
fusion that all taxing authorities throughout the country have suf- 
fei-ed over the past 7 years with Penn Central. 

I would like to share our problem with tliis Congress and our 
problem is this—that some of the finest legal minds representing the 
major cities and States in this countrj' who have Penn Central prop- 
erty have taken everv* legal remedy available in the Federal District 
Court of Pennsylvania handling the bankruptcy c^ise. 

The only thing we can share with you is the fact that if there is 
not something done, some action, if some action is done we would 
hope it would be this conunittee and this Congress, does not come to 
our aid, there is a great ix)ssibility that local taxing authorities will 
indeed subsidize that new corporation that Mr. Gaul so adequately ex- 
plained. That new company which now has three petroleum companies, 
which owns large real estate investments in Florida and in Texas, has 
nsked us bv October 22 to say "OK, representing the taxpayers of 
Cuyahoga County, I will take 44 c«nts." 

Incidentally the figuies in Cuyahoga County Avork out to 36 cents 
on the dollar. We are asked to take that or without any allies from 
the Congress we are asked to go into the court asrnin and overturn the 
plan of reorsranization. indeed which we are going to be forced to do 
and forced to go 7 more years maybe before we get any amount of 
money l)ecause of legal ramifications indicated alwut an hour ago 
by those States tliat are unable to accept payment. 

The other creditors have staving power. It is important to note that 
the other creditors have staying power, the other secured creditors. 
I don't know if it has been brought before this panel but indeed they 
will finish, if this plan of reorganization goes through, with a 30- 
percent equitv interest in what will amount to 1 of the 400 largest 
corporations in the TTnited States. 
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I submit to yon we can debate all day about the wisdom of a bill, 
of involvement on the part of the Fedei-al Government. The only thing 
I can tell you is that the bottom line is that I believe and my colleagues 
from States throughout the country believe that without your help 
wo are actually going to \)e made a victim of that corporation. 

As a matter of fact, I would submit to this committee if mdeed 
you have another solution for us that we liave not already exercised 
Lofore the courts or any other solution which will provide for patient 
of our tax dollars, then all of us will IKJ open to listening to that. 

I thank you vciy much for having this opportunity to speak before 
you. I am open to any questions you may have. 

[Mr. Campanella's prepared statement follows:] 

STATEMKNT OP VINCENT C. C'AMPANKIXA, AUDITOB OF CUYAHOGA COUNTV, OHIO 

Clmirinan Itooney and Menil)ers of the Subcommittee. I greatly apiJredftte your 
kiudiiesM in extending to me llie opportuuity to spealt to you today on tlie pressing 
is.siie oC I'eiin Cwitnil tax delimineiicie.s. 

As liulicnted, I am the County Auditor of Cnynliosa County. Ohio whose 
county seat is CItveland. Under Oliio Law a county auditor is charpctl with the 
appraisal of projx^rty for taxation ptii-poscs and, as the presiding olticer for our 
county t)udget commission. Is also responsible for deciding lietween tlie options 
for settlement which have l)eeu presented by Peun Central to all taxiug 
authorities. 

The total tax debt owed by T'enn Central in Cuyahoga County amount to over 
.$1() million. As is the situation with all other taxing authorities, this tremendous 
delit has l)een accruing for the past seven years to the detriment of our schools, 
cities and governiuental bodies. 

In fact, tiie Cleveland .Scliool District is now faced with the pro.si)ect of 
closing Its Scliools before the end of 1977. The ^S million in taxes whicli Penn 
Central owned to it represents the difference between life and deatli for the 
educational process in the City of Cleveland. 

The Cleveland scliools are not the only taxing authority in Cuyahoga County 
which is tiiiancially hard pressed. A uuml)er of our taxing authorities have lieen 
facing continually increasing opposition to property tax Increases of any sort. 
Property tax levy after projierty tax levy are voted down throughout the country. 
Taxpayers are becoming increasingly sophisticated in our country as well as 
other parts of the nation. It is ju.st not possible to explain to them how a larger 
coriwration can escaiie jiayments of its taxes for seven years and add that they 
would lose their prof)erty for In-ing deliiuiuent for the same period of time. 

Immediately after I became County .\udltor in February of this year, 
numerous individuals and citizens groups as well as taxing authorities came 
to me and requested that I investigate the Penn Central matter. They were very 
concerned as to whether or not Penn Centural's tax debts would ever be paid to 
Cuyahoga County. Moreover, tliey were incense<l over the pos.sibility that Penn 
Central would e.-K'ape the resiwnsibility of paying their tax debts in full. This Is 
where my involvement began in the Penn Central case. 

Upon my Initial investigation, I discovered that the offer for compromise of 
tax claims and the plan of reorganization that had l)ecn ordered by the Penn 
Central trustees were totally tm.sati.sfactory in dealing with the cities and 
schools. Both f)f these settlement offers put forth by Penn Central completely 
ignore the long accepted principles of bankruptcy law whereby taxes are an 
administrative exixMise and thereby are accorded the highest priority of payment 
from the estate of the debtor. Much to my chagrin and anger, I discovered that 
the cities and .schools were lieing a.ske<l to accept as little as 35 jiercent of the 
taxes owed to them by Penn Central and were being givei» a much lower priority 
for iiayment than were a number of banks and otlier institutional creditora Tliese 
other cre<lltors, it Is important to note, are not administrative claimants and. 
pursuant to the bankruptcy statutes, should l>e given a much lower priority for 
n payment of their claims. That Is simply not the case. 

Hasically, the compromise of tax claims provides for an Immediate cash pay- 
ment to a taxing authority when it notifies the Penn Central trustees that it is 
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willing to settle Its entire claim In return for partial payment. An accepting taxing 
authority would receive a cash amoiuit eq\ial to the greater of (1) 50 percent 
of the taxes accrued since Penn Central filed for reorganization or, (2) 44 percent 
of the taxes due both prior to and after the time that Penn Central filed for 
reorganization. In no case is a taxing authority of interest or penalties which 
have been assessed against Penn Central over the past seven years. It is this 
fact which maizes tlie compromise worth only 35 ifercent of total delincjuent 
Penn Central taxes to the taxing autliorities in Cnyahoga County. 

Any ta.xing authority, not settling its tax claim pnrsiir.nt to this compromise, 
will receive payment for its tax claims under the terms of the plan of reorsnniza- 
tion submitted by the trustees. This plan has yet to \ie finally approved by the 
Federal District Court in Philadelphia which is hearing the reorganization pro- 
ceedings. Final argument on the plan is .scheduled for t)ctol>er Gth of this year. 
At that time, a large number of taxing authorities who I have been working with 
over the past few month.s, will be continuing their objections to the present 
plan of reorganization. These objectives are based, as I indicated earlier, upon 
the fact that the taxing authorities are not receiving the priority of payment 
that is called for by the bankruptcy statutes. 

rpon implementation of the plan, taxing authorities will receive payment of 
their claims in the following manner: 

A cash payment amounting to 20 i)ercent of the total principle of the taxes 
due to the taxing authority, and 

Securities Issued by the reorganized Penn Central Company for the remain- 
ing 80 percent of the principal and for 100 percent of the interest accrued on 
that principle for the seven year period. 

For taxes which accrued on properties transferred to ConRall by the RRR 
Act of 1073, series C notes will be issued. These notes will be secured only 
by the proceeds of the Valuation Case. That case pits* Penn Central against 
the U.S. Government in an Argument over t*e raiue of the rail properties 
which were taken from Penn Central and used to create tlie U.S. Con- 
solidated Rail Corporation. 

For taxes which had accrued on properties which have been retained 
by Penn Central, series D General Obligation Notes would be ismied by 
the reorganized Penn Central Company. Tliese notes would be .secured by 
the full faith and credit of that reorganized corporation. 

During that meeting In Cleveland. I reported to the forty-plus taxing authori- 
ties In my county as to the situation in the Penn Central case. I stated my opin- 
ion that 'both the compromise and plan seem to be totally satisfactory in protect- 
ing their tnteresta They requested that I pursue any and all avennes to Insure 
that their tax claims would be paid In full by Penn Central. At my suggestion, we 
then approacrtied members of the Cuyahoga County congressional delegation and 
sought their aid In protecting our tax claims. They recommended that we first 
explore the avenue of administrative remedies which might aid our cause. They 
wrote and signed a letter to Secretary of Transportation. Brock Adams, request- 
ing on our behalf that he sulwrdlnate the federal claim in favor of our tax claim. 
Secretary Adams declined to do so on the grounds that the federal claim mnst be 
repaid before state and local claims In accordance with the requirements of the 
RRR Act of 1973. 

Representative Mary Rose Oakar then agreed to introduce I^egislatlon based 
upon my Idea of a Federal guarantee on the series 0 and series D Notes which 
are to be given to the taxing authorities in settlement of their claims. 

That Legislation, embodied as H.R. 9402 and 'S. 2090, Is the only viable oppor- 
tunity for the taxing authorities to receive the full amount of their claims 
against Penn Central within the near future. 

The issue here Is not Whether those securities will ever be retired in full upon 
their maturity by Penn CentraL As I will demonstrate, there appears to be no 
question whatsoever that both C and D Notes will eventually be made good by 
Penn Central. 

We are faced here with the Issue of when the taxing authorities will receive 
full payment for the delinquent taxes owed to them by Penn Central. You must 
keep in mind that these taxing authorities have for seven years been financing and 
subsidizing the continued optratlons of both Penn Central and ConRaiL To ask 
these financially pressed governmental bodies, as the Penn Central Trustees are 
doing, to wait at least another ten years for the full payment of their delinquent 
taxes Is blatantly wrong. Therefore, some metihod must be found by which to 
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provide the taxing authorities with all the taxes owed to them by Penn Central 
right now. 

The issue then comes down to the marketability of those C and D Notes which 
Penn Central will l)e issuing to us. There is no question that the name "Penn 
Central" or "Pennsylvania Company", which will apimar on those securities, will 
greatly detract from the ability of the taxing authorities to sell them on the 
open market. All the promises in the world that the notes are fully secured will 
not mean anything to the general securities market What is needed is a federal 
guarantee behind these securities so that the negative connotation which the 
Penn Central name will give them can be counteracted. 

To provide this guarantee will insure that the taxing authorities will be able 
to take those notes and immediately sell them on the open market to receive 
the delinquent taxes owed to them now—not in ten years as the Penn Central 
Trustees propose. It must be made clear that the prior inter\-ention of the Fed- 
eral courts and progress, though well meaning as it undoubtedly was. has placed 
the burden upon the local and slate taxing authorities to finance the ojieratlons of 
Penn Central and ConRail. Particularly distasteful is the fact that it is the schools 
of our nation which have been asked to bear the greatest amount of this burden 
in supporting Penn Central. To ask them, not to force them, to wait at least an 
additional ten years to receive the taxes which they have already waited seven 
years for is simply unthinkable The guarantee must be given in all fairness to 
the taxing authorities. 

The most important issue which I feel you should consider in making your 
decision on this legislation is the fact that the Federal government will not have 
to spend one penny as a result of its guarantee. The Penn Central Trustees them- 
selves, through the financial documents submitted with their plan of reorganiza- 
tion, have detailed the fact that there will be ample cash in their hands to certify 
all of the series D notes which they will issue even if there were no taxing author- 
ities accepting the tax compromise. 

With regard to the series C notes, the Department of .Tustice has indicated In 
communications to me that there is every reasonable expectation that the ulti- 
mate settlement in the valuation case will provide more than suflBcient funds to 
retire the O notes. That statement has been Independently verified by the account- 
ing firm of Ernst and Ernst who believe that the $.525 million base offer made 
by the U.S. Rail Association on behalf of the Federal Government will more than 
cover both the Federal claim and the state and local tax claims against Penn 
Central 

On the issue of the value of the series D Notes, testimony has been given by 
well respected financial and securities analysts which independently varifles the 
figures put forth by the Penn Central Trustees. Isabel H. Benham of the firm 
of Shearson, Hayden, Stone, Incorporated, one of tlie largest securities brokerage 
and investment banking firms in this country, has publicly testified as to the 
ultimate worth of the series C and D Notes. Her testimony has been validated by 
a number of other weU respected financial analysts. 

In closing I must again emphasize the two most important points with regard 
to the guarantee which we are seeking from you. 

First, the gimrantee is absolutely necessary if we—the taxing authorities— 
are to finally receive the fair treatment whlcli we have been denied for the past 
seven years. You cannot allow us to be penalized any longer. We must receive 
the taxes so long due to us now if we are to continue to function on a fiscally 
sound basis. 

Second, I feel that it has been adequately demon.strated that this guarantt^ 
will NOT cost the federal government any money whatsoever and will go a 
long way to right the wrongs which the initial federal intervention lias brought 
down upon our schools and cities. 

Mr. RooNEY. Thank you. 
As you very well know, one of the outspoken jirononenta of thii? 

Ip/'i^lation is from the ffrpat State of Ohio, the C\tx of Cleveland. 
T am talking about ConpTPSSwoman Mary Rose Oakar who ha.s done 

an ontstandin-T ir>b in cettinjr Members of Concrre-ss to su)iport this 
legislation. I belioA-e there are somethin"' like 60 eosponsors which 
she sinTle handedl v corraled to sign. 

:\rr. Skubitz? 
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Mr. SKTIBITZ. I would like to ask tliis gentleman a question. If I 
understand you correctly what you are saying to this committee is that 
unless we do something some way, somehow Penn Central will chisel 
you out of the money. Is that correct ? 

Mr. CAMPANELLA. No, that is not correct. I have described how 
they will do it. They are doing it and it is done. That is the big dif- 
ference between the two positions. I am saying that I believe that in- 
deed if you don't do something, not someway, somehow, through the 
plan of reorganization which was approved by the Department of 
.Fustice and actually partially engineered by the JDepartment of Trans- 
portation, we will subsidize that new coi-poration. 

ifr. SKtmrrz. The gentleman that were here before you from Mary- 
land and Massachusetts, two of them, told this committee that this 
would not cost us a cent. 

Mr. CAMPANELI^\. I don't believe it will. 
Mr. SKUBITZ. "YOU give us a guarantee and it will take care of it"? 
Mr. CAMPANELLA. Absolutely. I believe it is well documented by 

one of the most prestigious east coast certified public accounting firms, 
documented by articles in the Wall Street Journal, New York Times, 
Forbes magazine, and even by some investment banking firms that 
the new corporation emerges ns one of the most profitable 400 largest 
corporations in the United States. Now that is testimony presented 
l)efore the bajikruptcy court. 

Mr. SKUBrrz. I had the impression that Penn Central would cer- 
tainly have enough money to take care of their taxes. They have enough 
assets to take care of their debts here. It is only a case of waiting 
for it. What you are saying is that Penn Central is smart enough to 
got out of it as far as you folks are concerned but not smart enough 
to ffet out of it as far as we are concerned. 

Is that right? 
Mr. CAKPANEIXA. Mr. Congressman, I indicated that it wasn't a 

nuestion of smart enough or not smart enough. I indicated through 
tlie efforts of the Department of Transportation, in fact in Decem- 
ber 1076, and through using that very fine Four R Act which did in- 
deed help the east coast and the Midwest and I don't doubt that but 
in fact twisting what you so carefully put together they have been 
able to take advantage of schools and cities. 

There have been many facts and many explanations about the de- 
tails and I do not want to bore you with the details although I would 
lie more than delighted to go into them. 

Again I appeal to you in a sense of justice to say that some of the 
things that you so ablfy have done have been twisted and we need your 
help again. 

Mr. RooNET. Mr. Gaul would like to respond. 
Mr. GAOT^ Mr. Chairman and Congressman Skubitz, in partial an- 

swer to that question there are four areas we have identified where the 
taxpayer will be disenfranchised. 

If T may offer one comment here, what seems to go unnoticed is the 
fact that this is a reorganization plan presented by the self-serving 
trustees of the Penn Ceptral. I will be happy to make this a part of 
the record. 
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It is an ad in the paper. It is a plan which has been offered by the 
trustees. Now if the taxing districts do not accept, it is expected to 
<ro liack to the Federal court in Philadelphia. The reason tuat some 
of those are looking to take the acceptance of the Federal guarantee 
is because they are thinking that the Federal court rather than order- 
ing liquidation will order the least palatable of the three offers that 
were made by the trustees. 

So therefore my position is Penn Centi-al should be treated like any 
other taxpayer. If m fact they cannot pay their taxes they no longer 
protect public interest because in their wisdom Congress has taken 
care of that with ConRail and liquidate their properties like Joe Slo- 
cum, a taxpayer in any county, and Penn Central has no priority 
because they no longer protect public interest, therefore they should be 
liquidated and there are plenty of assets to pay off the claims of all, 
first the Federal Government and the taxing districts as soon as 
possible. 

Mr. CAMPANELLA. We agree with that position. Many of the attor- 
neys have been arguing for that for 2 years. I submit to you we have 
been turned down in that court. That position is tantamount to the 
position of the treasurer yesterday. 

If, in fact, you want this to happen then you would have to in a 
sense be an anarchist and say to the Federal court, "Look, we should 
have liquidated. You didn't want to liquidate. We are going to liqui- 
date anyhow." 

Mr. SKtJBrrz. I would like Mr. Gaul to respond. 
Mr. GATJL. I think it is i-ational to jump to a court. The courts 

treat everybody the same under the laws. The only reason that Penn 
Central had a sacrosanct position is because they protected the public 
interest. 

I have heard people sit at the table and say they protect the public 
interest. Congress in their wisdom took care of that. They conveyed 
the properties that did protect the public interest, lent them $500 mil- 
lion in the meantime and now we have that over hero. 

On the other hand we have the residues, Penn Central which is a 
private corporation for profit that does not protect the public interest. 
When the plan of the trustees is not accepted by the creditors it shall 
go back to the Federal court and the Federal court will treat the Penn 
Central devoid of the public need and necessity just like any other 
taxpayer in the county. 

Mr. CAMPANELLA. He did not answer your question. I have indi- 
cated to you that there are several attorneys in this room who have 
indeed argued that position. To date the court in its wisdom has 
deemed that new company shall exist. 

We will indeed argue it should not have existed under the present 
circumstances. 

What I have suggested is that the collective judgmejit of those of 
us who have been working on this for the past several months and 
not the past week, and tliat is the only place where we do disagree, 
Mr. Gaul, that this was the best method possible and apparently no 
cost to the Federal Government. 

I have heard you say—and I was involved in a couple of instances 
with the Federal Government—I have heard that position placed 
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forward and in fact, it did cost Federal Government a lot of money, 
but Mr. Gaul even agrees that that is a profitable, viable corporation. 

Now perhaps this Congress by making a presentation to the court 
can persuade the court to liquidate. We would be very happy if you 
would help us in that area, too. 

Mr. GAUL. Mr. Chairman, if I may, and tying into Mr. Campanella's 
remarks, one of the most important factors we have to consider here 
is that at the time of the conveyance of the property from Penn 
C-entral to ConRail the Federal GoA'^ernment established $525 mil- 
lion as a fair and equitable price. 

Immediately thereafter the Penn Central filed a claim for $7.4 
billion as the takeover price. 

Now, to the degree that we give them corporate strength by virtue 
of guaranteeing tiieir financing of their new corporate structure we 
are giving them lifeblood to come back and fight us in the appropria- 
tions case of the $7.4 billion. 

So, it not only will cost us billions of dollars in terms of incidental 
cost that these people don't look at now. we will really put muscle in 
that wPAk corporation as it stands now if they have to address them- 
selves to the debt and make them a giant against us in the $7.4 billion 
takeover case. 

Mr. CAMPANKLLA. Mr. Chairman. I thank you v-ery much for giving 
me the opportunity to appear before this committee. Anything you 
can do for all of us who arc indeetl in dire straits will be greatly 
appreciated. 

Mr. RODNEY. For two jxiople who are only 12 feet apart you are 
very congenial enemies. 

Mr. GAUL. We have gotten along at city hall for a few years. 
Mr. RooNET. The Chair recognizes the distinguislied author of this 

legislation, Congresswoman Oakar. 
Ms. OAKER. I want to thanli you and the members of the committee 

for permitting me to ask my friends and colleagues from my great 
city of Cleveland one question that seems to be at issue here. 

i think the bottom line is that we all want to see Penn Centi-al come 
forth with the resources that are really due our city and municipalities 
across the country. I wanted to know how we could liquidate and 
seize many of these properties that Penn Central owes our areas, in 
Ohio for example, when many of these have already been conveyed 
to ConRail and they are viably being used. 

As we know, ConRail is extremely successful in our city. In fact, 
they are adding on passenger service currently as I understand it. 1 
would like to know how we can do something that is viable and it docs 
not seem like an immediate practical solution. It seems as if it would 
be held up in court ad infinitum. 

Mr. CAMPANELLA. I don't believe it is possible. I think your point 
is well taken, that we are without legal redress except through the 
courts and the courts have already approved the sale lor the convej'- 
ance of much of that property. Tliis in essence is our court of last 
resort. 

Mr. GATTL. I will say this. We can't mix ConRail and Penn Central 
and tliat is the unfortunate factor in this wliole thing. As we indi- 
cated, the conveyed properties are here and that protects public neces- 
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sity. The assets here are worth in excess of $5 billion. The deht is $1 
billion. The corporation itself is in a self-liquidation program of $1.7 
billion. 

If directed by the court that $1.7 billion would meet all of the deht 
of the Federal Government and all taxing districts by far. So we 
are saying this. We cannot prejudge that Federal court. We have to 
give the Federal court the opportunity to treat Penn Central, resi- 
due Penn Central, treat them like any other taxpayer and say liquidate 
to tlie extent of properties to pay a billion dollars, which is $500 
million in round figures to the Federal Government, the money they 
lent you when you were forced to operate from 1970 to 1973 until we 
put ConRail in existence. 

The second $548 million is the taxing district liability. The $1.7 
billion selloff program they have identified, let them pay that money 
to the creditors and they can go on their way as a private corporation 
thereaftoi'. They do not need Federal money. We can't say no com- 
promise likely but run to Washington and get the money. We can't 
say that and be honest to ourselves. 

iSIr. CAMPANELLA. At this point the hope is unreasonable in light 
of the fact they have already ruled against your position. They 
indeed have ruled against your position and part of your position 
has been litigated all the way up to the Supreme Court. That was 
denied in the Supreme Court of the United States. 

Ms. OAKAR. Thank you, Mr. Chairman. 
Mr. SKUBITZ. Mr. Gaul, I conMnend you on the statement and the 

position you have taken. 
Mr. GATTL. Thank you. 
Mr. EooNEY. Our final witness this morning will be Mr. James 

Young, deputy mayor for financial affairs, city of Boston, and Mr. 
James Howell, Sr., vice president of the First National Bank of 
Boston. 

STATEMENT OF JAMES V. YOUHG, DEPUTY MAYOR FOE FINANCIAL 
AFFAIRS, CITY OF BOSTON, ACCOMPANIED BY JAMES M. HOWELL, 
SENIOR VICE PRESIDENT AND CHIEF ECONOMIST, FIRST NA- 
TIONAL BANK OF BOSTON 

Mr. YoTTNG. Mr. Howell is ill and cannot be here this morning. 
I would like to request on his behalf that the record be held open 

until sometime tomorrow at which time his statement will be entered. 
Mr. RooNET. You may proceed. 
Mr. YOUNG. Thank you, Mr. Chairman. 
I appreciate the opportunity to testify on behalf of the bill that 

is before you. The previous speakers have done perhaps far better 
than I could in identifying the issues and the facts here and I will 
not waste the committee's time by a recitation of that. 

In terms of my personal view I do differ from some of the previous 
speakers in the sense of the Federal involvement in the present 
problem. 

I do not take exception to the role of the Federal Government in 
the railroad reorganization proposal. It is clear that it would be an 
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economic catastrophy to the Northeast to allow the demise of the 
Pemi Central system and a disaster to tlie Nation as a whole if that 
occurred. 

It did not occur because of the action of the Congress and executive 
branch of the Government. Wliat we have here is a situation which 
I would describe as one of unintended consequences and of 
opportunity. 

In terms of the tmintended consequences I would like to refer to 
a question, if I may, that you raised previously and that is. why, 
since the Federal Government has loaned approximately a half bil- 
lion dollars to Penn Central's possible bankruptcy, should they not, 
as any other lender in that situation, take a preferred position. 

As I am also the treasurer of the city of Boston I can sympathize 
with that, and indeed we would not as a general proposition do it. 

The unintended consequence here is that I think it is fair to de- 
scribe the situation that there has been approximately $1 billion of 
public sector financing directly in the Penn Central reorganization, 
a half billion is in terms of Federal loans from the Federal Govern- 
ment and a half billion is which is in the form of a forced loan 
because of a forced deferral of real estate and personal property 
taxes due to State and local governments. 

Indeed the public sector has $1 billion in it. 
Mr. RooNEY. Excuse me. Are you summarizing your statement? 
Mr. YouNo. Yes. 
Mr. RooxEY. Do you wish to have your statement become part of 

the record ? 
Mr. YOUNG. Yes: I think so. 
Mr. RooNET. Without objection. 
Mr. YOUNG. It is clearly a loan on the part of local government, 

a fact symbolized by the fact that we arc going to get notes for it. 
It is a loan by and large by the central cities in the Northeast region. 
That is to say those concentrations of the poorest of our citizens and 
where we have the greatest concentration of minorities. 

With resi)ect to opportunities I would like to comment on two inter- 
related factors. 

First, there is a great deal of debate in Washington, across the 
country, in the Congress, as to the proper measures to continue the 
economic recovery program. There is a growing realization that the 
economy of the country is weakest, that those people who are our con- 
stituents—that is the residents of central cities and minorities, are not 
participating as much as the rest of the country is in terms of 
economic recovery. 

What we have before us in terms of opportunity, is a mechanism 
Avhich I would hope would be latched on to as part of the urban policy 
of the Congress and of the administration which would provide an 
immediate infusion of rash by making notes liquid to those points 
where it is almost precisely most needed. 

It is a program in terms of economic stimulus that could not be 
better targeted. Mr. Howell. who I think is properly described as an 
expert on the ex^onomy of the Northeast, will in his statement expand 
to a considerable length on that. 
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The otlier problem is the financial stability of our cities, particularly 
the cities in the Northeast, Boston has had a lot of well publicized 
difficulties in the last 2 years. Boston's problems are imique. They 
are primarily a function of the imbalance of State/local tax structure, 
not a Fecleral policy. 

However, Boston is unique in its dependence on the real estate tax. 
It has suffered a great deal in terms of the characteristics of the na- 
tional economy in the last 5 years in terms of inflation and there has 
been since the beginning of the Penn Central bankruptcy approxi- 
mately 50-percent inflation. 

We have had those pressures on our costs. The recessionaiy aspects 
of the economy, have meant that our citizens incomes have by no means 
kept up with that and particularly since we are dependent on the real 
estate tax real estate values have not kept up with that. 

Inflation can be viewed as tax on the order of $100-to-$150 million 
a year in terms of the revenue resources available to the city. 

Against this the general revenue sharing, while a step in the right 
direction, has not, at least in the context, of the city of Boston, offset 
the impact on the national economy. 

To deal with this problem we have in the last several years first 
reduced our work force and that includes everything from hospitals 
to the Animal Patrol Commission through police, firemen, and public 
works, by 20 percent. 

Second, in each and every year in the last 5 or 6 years our employees 
have settle-d for coUe-ctive bargaining settlements that have been sig- 
nificantly less than the cost of living. They have taken a real decline 
in income. In spite of this we had to raise real estate taxes by more 
than 25 percent last year. The bottom line, if you will, is that 15 
months ago the city had an accumulated operating deficit of approxi- 
mately $80 million through the actions I have dascribed it has been 
reduced to $45 million or which the Penn Central liability by itself 
represents over one-third. 

To the extent there is any interest in doing those things tliat are 
consistent with the Federal policies to shore up both the financial 
stability and the economies of Northeastern cities this fits very nicely. 

I would like to comment on one other aspect. There are approxi- 
mately 30,000 unemployed people in the city of Boston. We have re- 
duced the work force bv 3,000. Indeed one-tenth of the unemployment 
problem of the city has-been caused by city problems and to paraphrase 
Pogo, "we have met the enemy and they are us." 

It is also interesting to look at whom we did not hire. The city 
has made a major commitment to affirmative action and equal op- 
portunity. As a practical matter it is clearly done by new hires. It is 
precisely in terms of the minority unemployment problem in Boston 
which is severe, a quarter to a third or more of the people that we did 
not. hire would have come from those ranks. 

Let me conclude with one comment: I think there has been some 
sense that the proposed guarantees would in some way upset the rela- 
tionship of ConRail and the reorganization of Penn Central. 

I am not an expert on the bankruptcy proceedings but it is my under- 
standing that nothing in this legislation would upset any of the par- 
ticular relationships. 
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I would conclude by saying as far as the city of Boston is concerned 
we would very much like your attention to see if this could indeed be 
worked out. 

[Messrs. Young and Howell's prepared statements follow:] 

STATEMENT OF JAMES V. TOUNG, DEPUTY MAYOB FOR FINANCIAL AKFAIBS, 
CITY OF BOSTON 

My name Is Jnmes V. Young of Boston, Massachiisptts. I am the Collector- 
Treasurer of the City and its Deputy Mayor for Fiscal Affairs. I appreciate 
very much this opportunity to testify regarding H.R. 8882. I would like to 
describe briefly the importance of this legislation to Boston, in light of the City's 
present condition, and then speak to the more general merits of this legislation. 

Boston, like other central cities, was very hard hit by recession of the 70's. 
Over the past five years we have cut our work force by 20 percent, and still 
have had to increase projierty taxes by 2.^ percent, all of this to reduce accumu- 
lated deficits in order to in.sure the lung term financial health of the City. While 
we are not out of the woods yet, Boston is well on its way to financial stability. 
But this has come at great expense. As I nicntiout'd, in the last five years we have 
either laid off or failed to replace approximately .3,000 employees. In a sense, 
the City itself can lie said to have created one-tenth of the unemployment prob- 
lem facing the City, as roughly .'iO,fl(X) City residents are currently unemployed. 

And in a .sense this is only part of the problem. While the City has a strong 
commitment to aflirraative action and a detailed plan for making, improvements 
in this area, it is very difficult to increase the proportion of minorities working 
for the City while undergoing a decrea.se of 20 percent In the City's workforce. 

The receipt of Penn Centrals' overdue taxe.s made possible by this legislation, 
will mean a lot to Boston, a City which i.s more heavily dependent on the prop- 
erty tax than any other city in the country. It will constitute a major step for- 
ward In my efforts to put the City in the po.jition where it can begin training and 
hiring residents to fill vacant positions and provide services to its population, a 
population which contains nearly 50 percent of the low and moderate Income 
IKTSous in the metropolitan area, but which constitutes only 20 percent or less 
of the total population of the metroixilltan area. 

Generally, the Amendmenr to the Regional Rail Reorganization Act of 107."?. 
has several attractive features both to those of us who are charged with the 
responsibility for the fiscal health of cities in the Northeast and Midwest and 
to Federal Officials, and Jlembers of Congress, charged with the responsibility for 
the fisoal health of the whole country. This legislation will at hist allow taxing 
jurisdiction to collect taxes which are up to seven years overdue, rather than 
suffer further delay and uncertainty. While this is the primary benefit to officials 
in position similar to mine, and cities in conditions similar to Boston's, there are 
at least two additional, more indirect benefits. First this complements the com- 
mitment and interest of the U.S. (iovernment In insuring that ConRail becomes a 
viable transportation enterprise, a result which is as important to the health 
of the country as it is to the health of these cities and their region. Second, 
there will be a quick stimulus to these cities and regions which will come In a 
manner that is much less inflationary than a direct federal grant program of a 
similar magnitude. And I assure you, controlling inflation is of critical Importance 
to all of us who are trying to minimize increases in local budgets. 

I also believe that this legislation has several strong, positive points from 
the Federal view. First. Ihe legislation will allow the Penn Central reorganiza- 
tion to proceed expetlitiously. Secondly, the legislation addresses one very seri- 
ous weakness of the reorganization plan as presently constituted. In effect, the 
reorgani:^ation of the bankrupt has bad a billion dollars worth of initial financ- 
ing, one-half billion dollars explicitly advanr-ed from the Federal Government 
and one-half billion implicitly advanced from Incal jurisdictions in foregone 
taxes with the great bulk of this "local financing" coming from central cities, 
with large concentrations of low and moderate iufome p<^rsons and families. 
I'nder the proposed plan of reorganization, the Federal Government will get Its 
one-h«If hilHon rtnlln-v back from itself through the ConRail Valuntio'i Cnse 
while the central cities, which are without ouestion much weaker financially, 
will have an uncertain elnim maturing 10 to 15 years down the road to recover 
their share of the financing. I .submit to you that It is very difficult to justify this 
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sitnatlon without the legislation, Northeast and Midwest cities, and their resi- 
dents will provide an equal amount of financing in exchan^ for a ninch less 
certain program of recovery. However, with this legislation, the Federal Govern- 
ment and the cities, both of which have strong interests in a successful reorgani- 
zation, become much more equal partners, in light of their relative financial 
Ix)sitions. Finally, the legislation will provide a quick, direct economic stimulus 
to the central cities in the Northeast and Midwest, areas which most people 
acknowledge are not fully sharing in the general economic recovery of the 
country, and provide this stimulus in a relatively non-inflationary manner. 

In closing, let me strongly urge you to recommend passage of this legislation. 

STATEMENT OP DB. JAMES M. HOWEIX, SENIOR VICE PRESIDENT AND CHIKF 
ECONOMIST, THE FIBST NATIONAL BANK OF BOSTON 

Mr. Chairman and members of the Subcommittee, I very much regret tliat I 
cannot be with you but I did want to take the opportunity to make a statement 
concerning the legislation before you today : H.B. 8882, H.R. 9015, H.R. 9{)23, 
H.R. 9024, to amend the Regional Bail Reorganization Act of 1973, to authorize 
the Secretary of Transportation to guarantee notes issued to State and local tai- 
ing authorities to secure jwyment of real property tax obligations owed by a 
railroad in reorganization. I am pleased to joint Boston's Deputy Mayor and City 
Treasurer .Tames Young in support of this legislation. 

This legislation for Federal guarantees to p.ay off the delinquent taxes would 
en.sure that Boston and other Massachusetts cities and towns would receive ItX) 
percent of tlie tax money owed to them by the bankrupt railroad. The delinquent 
Penn Central property taxes have accumulated since .Tune. 1070. when the Peim 
Central Transportation Company filed for reorganization under Section 77 of the 
Federal Bankniptcy Act. In addition, cities and towns liave not Iwu jjaid for 
other taxes that accumulated prior to 1970 when the Penn Central Railroad began 
to encounter serious financial difficulties. 

Passage of this legislation would mean that the City of Boston could receive up 
to .$17 million in additional revenue. Although, Massachusetts citizens and towns 
are owed .$24.8 million in back taxes. 

As matters now stand, the plan for Penn Central reorganization stipulates that 
the affected cities may receive payment for back taxes through partial cash pay- 
ment and the issuance of 10-year notes. Without the Federal guarantees cnn- 
taine<i in this legislation, these financially liard-i)ressed cities would undoubtedly 
have to wait up to 10 years to receive full pjiyment of the back taxes owed. 

Given the serious deterioration of the (economic bases of these cities, this Is 
clearly a second-Ivest solution. Partial payment Is simply inadequate to redress 
those cities' current financial needs. The Federal Government guarantee would 
clear the way to the selling of the notes into the capital market, thereby providing 
the all-important one shot cash Infusion into these cities. Recent economic anal- 
ysis of Northe.Tstern cities conducted by the Bank's Economics Department sng- 
gests that the Fe<leral guarante<> of Penn Central notes is a sound and highly 
desirable metliod to infuse added dollars into our older industrialized cities with- 
out any additional outlays of federal funds. 

Our analysis of leading economic indicators in Northeastern cities— especially 
the older lndURtrialize<l cities—confinus the extent to which these cities get into 
financial trouble becau.se of eroding tax ba,«es. Over the past several years, the 
affected cities in the Northeast ha%-e l)een forced to raise pro|)erty taxes and in 
many cases to curtail public services because of severe strains on their tax 
revenues. 

For cities in Massachusetts which are trying to preserve—and Indeed to exjinnfl 
their tax ba.ses, it is imperative that tax revenues which are already due them 
lx> paid so as to maintain the fiscal Integrity ot local units of government. More- 
over nonpayment of these property taxes would pose serious social as well a-s 
economic problems. 

The cities affected by the Penn Central Reorganization Plan are lahorina nnder 
a conrt-ordere*! Octolier 10th deadline to decide whether to accept a partial i>ay- 
meiit i>lan for the tnxes that were owed to tliem. Therefore. C^mgress should move 
.spee<lily to enact thi.s legislation. I also urge the Trustees of the Penn Central to 
sepk a delay from the Federal Bankniptcy Court In Philadelphia in the implemen- 
tation of the Court-ordered plan In order to give Congress enough time to consider 
this important legislation. 



Mr. RooNET. Thank you very much. Mr. Young. We appreciate very 
much your presence here today. I do know your mayor personally. I 
know the very difiicuit job that he has in Boston. 

A<?ain I want to thank you for appearing before this contunittee. 
There is one thing that I can't seem to undei'stand. 
You have all survived the crisis of the lJ)70's and now you are looking 

for the back taxes. The back taxes will eventually come. But why does 
the Federal Government have to guarantee the repayment of back 
taxes ? That is as simple as this problem seems to me. 

Are vou getting paid now on your property taxes by ConEail ? 
Mr. I'ouNG. Yes; they are cun-ent. 
Mr. KooxET. For 7 years you did not get one nickel. Xow you are 

getting what you should have gotten 7 years ago every year. 
Mr. YOUNG. That is true. 
First of all there is the question of definition of survival in the sense 

that a 20-perccnt reduction in the city work force and the attendant re- 
duction in the level of services and a great increase in real estate taxes 
may not be a stable situation over time. 

Mr. RooNEY. How much is the city of Boston owed by Penn Central? 
IVfr. YOUNG. Including principal and interest, approximately $17 

million. 
Mr. RooNEY. $17 million. 
Do y^ou think you can put that 20 percent back on the work force; do 

you thiulv you can reduce taxes if you get that? 
Mr. YOUNG. Obviously, Mr. Chairman, this is not a panacea but it 

does to the extent the city is spending every nickel it gets. No one 
makes a profit on the cities. 

.Seventy-five percent of our expenditures are for employees. What 
this does is save the city over the next couple of years from having to 
fund out of current taxes that portion of the accumlating operating 
deficit that it attributable to Pcnn Central. Inflation has subsided to 
some extend but it is still 6 percent. That is costing the city something 
on the order of $39 million a year, a cost that won't show up. We tiv 
to cut that in half by cutting the work forces and hard bargaining. It 
is not a panacea but it is a step in the brief direction. 

Mr. RooNEY. Thank you very nuich. Mr. Young. 
That will conclude our hearings until Tuesday at 10 a.m., October 4, 

in room 2322. The committee stands adjourned. 
[Whereupon at 12:15 p.m. the committee adjourned to reconvene at 

10 a.m., Tuesday, October 4,1977.] 





GUARANTEE OF DELINQUENT TAXES DUE FROM 
BANKRUPT RAILROADS 

TUESDAY, OCTOBER 4, 1977 

HOUSE OF REPRESENTATIVES, 
SUBCOMTHNTEE ON TRANSPORTATION AND COMMERCE, 

COMMITTEE ON INTERSTATE AND FOREIGN COMMERCE, 
Washington, D.C. 

The subcommittee met at 10 a.m., pursuant to notice, in room 2322, 
Raybum House Office Building, Hon. Fred B. Rooney, chairman, 
presiding. 

]Mr. ROONEY. The committee will come to order. 
Our first witness this morning is Mr. Roger C. Altman, Assistant 

Secretary- of Domestic Finance. Department of the Treasury, Pennsyl- 
vania Avenue, Washington, D.C. 

Mr, Altman, you may proceed, 
[No response.] 
^Ir. ROONEY. Our second witness is Mr. Robert Gallamore, Federal 

Railroad Administration. 
Mr. Gallamore. 
Obviously, the Administration fails to recognize that the chairman 

convenes these meetings promptly at 10 o'clock. 

STATEMENT OP ROBERT GALLAMORE, DEPUTY ADMINISTRATOR, 
PEDERAL RAILROAD ADMINISTRATION, DEPARTMENT OF 
TRANSPORTATION, ACCOMPANIED BY RAYMOND K. JAMES, 
CHIEF COUNSEL 

Mr. GAIXAMORE. Good moniing. 
We will be providing a good deal of background information, so 

perhaps this order is not all that bad. 
It is a pleasure to appear as one of the Administration's witnesses 

on H.R. 8882. With me on my right is Raymond K. James, the Chief 
Counsel of the Federal Railroad Administration. 

H.R. 8882 would require the Federal Government to guarantee secu- 
rities issued by railroads in reorganization to State and local taxing- 
authorities if ConRail, the U.S. Railway As.sociation, or the Federal 
Government asserts a priority in payment over such tax claims. The 
purpose of the guarantee is to enable the securities to be sold imme- 
diately witliout the discounts they might otherwise bear. 

The bill is primarily directed toward the settlement of State and 
local tax claims against the Penn Central Transportation Co,, amount- 
ing to approximately $523 million in principal and interest calculated 
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through December 31,1977. Of that amount, approximately $300 mil- 
lion relates to properties conveyed pursuant to the 3R Act and approx- 
imately $223 million to retain proi)erties. Approximately 14 percent 
of the claims are prebankruptcy claims. This bill would also be appli- 
cable to the satisfaction of approximately $81 million in tax claims 
pending against the six other bankrupt railroads which reorganized 
under the 3R Act. 

In each of these reorganizations the Federal Government has either 
loaned funds under section 211 (h) of the 3R Act or guaranteed trustee 
certificates under the Eijiergency Rail Services Act of 1970. Both of 
these statutes provide the Federal Government with a first priority 
lien status. In the Perm Central reorganization, the Government has 
guaranteed $100 million in tinistee certificates—$50 million of which 
have been defaulted on—and will ultimately loan approximately $;3.50 
million in 211(h) fimds, of which not more than $243 million will be 
outstanding at any one time. 

The Penn Central trustees cuirently are paying taxes for the period 
subsequent to January 1,1977. For the period prior to that time, how- 
ever, the trustees were authorized by the courts to defer the payment 
of taxes as part of an effort to maintain rail operations. Such a de- 
ferral of taxes is common in recent railroad reorganizations, due to 
the problem of inadec^uate cash flows. 

As the committee is aware, representatives of State and local gov- 
ernments in the Northeast argued strongly against the liquidation of 
the Penn Central. Continued operation of the Penn Central was vital 
to the economy of those areas. This dependency is vividly illustrated 
by the action of the States of Connecticut, New York, Massachusetts, 
and Rhode Island in supplying $7 million annually in cash payments, 
and the States of Connecticut and Rhode Island in affording complete 
tax relief to keep the New Haven Railroad—the predecessor of Penn 
Central—running. In connection with the Penn Central, the Northeast 
States supported passage of both the Emergency Rail Services Act 
of 1970 and the 3R Act in order to provide Federal assistance to main- 
tain rail services. These States opposed any discontinuation of Penn 
Central operations and urged the reorganization of Penn Central 
under the 3R Act in petitions and appearances before the reorganiza- 
tion court. 

The reorganization of Penn Central under the 3-R Act, however, 
raised numerous and extremely complex legal issues. In order to avoid 
years of protracted litigation, to everyone's detriment, most claimants, 
including the ITnited States, have agreed to compromise their claims. 
Many State and local taxing authorities, however, have not concurred 
in the treatment of their claims proposed by the trustees. 

The Penn Central reorganization court has authorized the trustees 
to pay all tax claims up to $10,000 and t-o offer other tax claimants the 
choice of two alternative options for the settlement of their claims. 
The first option, which expires on October 22,1977, is a cash payment 
of the greater of 50 jicrcent of the principal amount of posthankruptcy 
tax claims or 44 percent of the principal amount of total tax claims. 
Those claimants who do not accept the first option will have their 



claims handled in accordance with the plan of reorganization ulti- 
mately approved by the court. 

The plan of reorganization submitted by the trustees presently 
authorizes payment of 100 percent of all principal and interest for 
both prebanlcruptcy and postbankruptcy claims. The plan provides for 
cash payment of 20 percent of the principal amount of tax claims— 
about $74.4 million—with the remaining 80 percent of principal, plus 
100 percent of all interest due on the prmcipal to be paid through the 
issuance of interest-bearing series C and series D notes. 

The series C notes, which would be issued to secure payment of the 
tax claims relating to property conveyed to ConRail, are payable only 
out of the valuation case proceeds. The series D notes relate to the 
tax claims pertaining to assets i-etained by Penn Central and are gen- 
eral obligations of the reorganized company. Thirty percent of the 
series D notes (or about $47.6 million) is payable m the period between 
1978-80, with the remainder maturing in 1987, except that if the valu- 
ation case proceeds are insufficient to pay these Notes, they would bo 
repaid over a five year period ending in 1992. 

The taxing authorities have opposed the plan on the groimds that 
they are entitled to a prompt cash payment of their tax claims for 100 
percent of principal, interest, and penalties. The matter has been ex- 
tensively briefed before the reorganization court and oral argument is 
scheduled for October 6. In this connection, the Penn Central trustees 
have noted defenses against the validity of many of these tax claims 
which could be raised if the matter were litigated. The courts will be 
in a position to weigh these claims and defenses;, and to insure that 
the taxing authorities receive all they are entitled to legally and 
equitably. 

In pursuing its own claims against the Penn Central, the Federal 
Government has accepted less favorable terms than it could have de- 
manded. Historically, and now by statute, the Federal Government's 
claims against a bankrupt have the highest priority. In the interest of 
a settlement, however, the Government did not insist on an immedi- 
ate casli payment of all or a majority of its outstanding claims under 
the 3R Act and the Emergency Raif Services Act of 1970, amounting 
to some $400 million. Instead, repayment of $115 million was sched- 
uled over the first five years with the remainder being deferred until 
as late as 1987. In fact, under the proposed reorganization the Govern- 
ment would receive less cash through the fii-st 5 years than would the 
taxing authorities. 

Some $200 million in cash held in escrow was instead freed for use 
by the Penn Central trustees in making a settlement offer to State 
and local tax jurisdictions. 

The Government also succeede<l in securing payment for personal 
injury claimants and some 17,000 small, imsecured creditors which 
probably were not in a position to present their position forcibly to 
the reorganization court. We have considered the arguments advanced 
on behalf of H.R. 8882 and while we are sympathetic to the financial 
plight of the Xortheast's cities, we find the case for H.R. 8882 not 
persuasive. The case for the bill is premised on a finding of culpability 
on the part of the Federal Government which we do not find to exist. 
While the continued operation of the Penn Central was made possible 
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by the Federal Government, the taxing authorities are in a far better 
position overall because of the continuation of rail services than they 
would have been if their tax claims liad been paid out of liquidated 
Penn Central. 

It is true that the financial assistajice advanced by the Federal Gov- 
ernment to keep Penn Central operatinjs: does by statute have priority 
over local taxing claims. As I indicated previously, however, the Fed- 
eral Government, rather than demand fii-st payment of its claims, au- 
thorized the use of the estate's assets for a cash settlement to the tax- 
ing jurisdictions. It should be noted, too. that the Federal Government 
pi-ovided $263 million in grants under section 213 of the 3-R Act to 
the bankrupt railroads. $293 million in loans under section 215 of the 
3-R Act—of which all but $43 million was forgiven—and $25 million 
in low priority loans in connection with Hurricane Agnes, all of 
which were designed to keep the banki-upt railroads operational. 

Moreover, the seciircd position of the notes given the taxing authori- 
ties is sufficiently high so that payment of all or substantially all of 
their claims is likely. As a consequence, the priority of treatment of 
notes given in satisfaction of Federal claims does not jeopardize the 
taxing authorities and is not a .sound basis for the enactment of H.R. 
8882. 

It also has been contended that the Federal Government should 
have Tised its bargaining position to obain more fai'orable treatment 
of local tax claims from the Penn Central trustees. The claims against 
Penn Central and the relative position of the claimants are exceed- 
ingly complex. Moreover, the size of the asset base will not be known 
until completion of the valuation litigation. Whether the trustees' pro- 
posed plan fairly and equitably treats local tax claims should properly 
be resolved by the reorganization court, rather than by the Federal 
Government, which is itself a major claimant against the Penn Cen- 
tral assets. 

Finally, it is argued that the United States should have advan'-ed 
funds to pay local taxes just as it did for other expenses of maintaining 
rail services. This argument assumes that the United States should 
have borne the entire burden of continuing rail opei-ations. In view 
of the substantial benefits realized by State and local governments 
from the continuation of rail services, we do not accept this a-sstmip- 
tion. This suggested form of relief was proposed by Senator Taft d»ir- 
ing deliberations on the 4~R Act and was soundly rejected by tlie 
Senate. 

In all likelihood, the taxing authorities will realize 100 percent of 
their Penn Central claims over a period of time. However, it must 
be recognized that a Federal guarantee of Penn Central notes would 
nevertheless expose the United States to some risk because of the un- 
certain outcome of the valuation case. 

In addition, the availability of a Federal guarantee will discoumge 
the taxing authorities fi-om accepting cash offers at less than a 100- 
percent return, thereby increasing the Federal Government's potential 
liability for unconstitutional erosion. The 8-R Act special cotirt is 
currently considering whether the forced operation of the bankrupt 
railroads at a loss, attributable in part to the accumulation of tax 
claims, resulted in a taking of property. If this were fmmd to be the 
case, the Federal Government would have to pay due compensation. 
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The risks of ^laranteeing notes in connection with the reorganiza- 
tion of the otlier raih-oads under the 3-R Act are more substantial 
than those for the Penn Central. Each of these railroads possesses 
considerably fewer assets with which to meet tax claims and other 
claims than tlie Penn Central estate. 

Mr. Chairman, I concur fully with the position that I presume 
that Ti-easury Department will be taking that there is no sound basis 
for the Federal Government to step into reorganization or bankruptcy 
proceedings as guarantor of State and local tax payments. Federal 
assistance to financially pres.«ed local governments is best provided 
through programs carefully designed for the p\iri)Ose. 

if r. ROO7ST;Y. Thank you, Mr. Gallamore. 
Mr. Gallamoi-e, in tegtimony last week from the first assistant secre- 

tary' solicitor of the city of Pittslnirgh, I don't know whether or not 
you read the testimony, but it was contended that in working out a 
compromise under repayment of Government loans the Depart,ment 
of Transportation agi-ced to the settlement proposal regarding State 
and local tax discussed in your testimony. 

He also stated that it was completely incomprehensible to him that 
your department did not demand full payment of local tax and in 
fact stated the compromise was completely superfluous to any claim 
the Unitefl States had for the reimyment of its loans. 

I wonder whether or not you would like to comment on those 
statements ? 

Mr. GALLAMORE. Let me try and, if I may ask my counsel to assist 
with the answer. 

First of all, there are over 2,000 local taxing iurisdiction in- 
volved and it would have been very difficult for the Federal Govern- 
ment to adequately have represented each of their interests. As I men- 
tioned, there were some 17,000 other minor claimants and the Govern- 
ment did attempt to work out a settlement where those cxjuld receive 
some compensation. But it would have l")een a very difficult matter for 
the Federal GoveiTiment to have adequately represented each of those 
jurisfliotions. 

The Government did feel it should protect the various elements, as 
it did, in seeking to resolve the administrative claims other than the 
tax claims, although that was treated. Tt did agree to lift its claim on 
the escrowed assets and it did insist that personal injury claims be 
paid in full. 

^^Tiether or not there was fair and equitable treatment of tlie State 
and local ta.xing jurisdictions is a matter yet to bo litigated. We do 
understand that a staff report from the SEC now has said that they 
believe the plan of the trustees is e-quitable. but in the final analysis 
it is the court, which will have to determine whether or not all the 
claimants were treated fairly. 

Mr. RooN-RY. The citv solicitor for the citv of Pittsburgh also testi- 
fied that the Department of Transportation met with the Friday 
Morning Club which T assume are, tJie large prebankruptcy creditors 
ajid never even consulted the local governments as to whether or not 
a compromise was acceptable. Is that true ? 

Mr. GAIJ.AMOKE. T wasn't there at the time. Mr. Chairman. My under- 
standing is that infonnation was flowing between the various parties 
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at that time although that is heareay as far as I am concerned. I wasn't 
there personally, nor was my counsel. 

I would say in characterizing the Govermnent's position that the 
Ci-ucial matter was to reach sigreement with the trustees and to develop 
from that a plan that pi-ovided for settlement of the matter in some 
way in which some cash would bo made available, but since the total 
resoui'ces available at tliat time were inadetjuate, the remainder of that 
obligation had to be met thixjugli the longer tcnn notes, as I described 
in my testimony. 

Mr. EooNET. Mr. Florio. 
Mr. FLORIO. Yes, Mr. Chainnan, apologies for being late. 
I am almost reluctant to ask questions that may liave been answered 

ali-eody. 
Is it your considered opinion that the claims of the States and 

the mimicipality tax due and owing to them can or cannot be paid 
out of existing settlement that has been offered to the trustees. 

Mr. GALLAMOUE. It is our anticipation that 100 ]:)crcent of tlie claims 
can be paid eventually. 

Mr. FLORIO. AVell, eventually. Is that contingent upon an awareness 
in excess of what has been offered to the trustees ? 

Mr. GAIAAMORE. NO, sir, it is not. 
Mr. FLORIO. SO you feel the amount that has been offered to the 

trustees is satisfactory to clear all debts, including those of the 
municipalities, the countries, and the States? 

Mr. G.UAAMORE. Yes; that is correct. 
Mr. FLORIO. Thank you very much. 
Mr. RooNEY. Thank you. 
The first witness, I understand, has finally arrived. 
Mr. ALTMAN. I apologize for being late, Mr. Chairman. 
Mr. RooNEY. Mr. Roger C. Altman, and you wish to identify your 

ooUejigue. 

STATEMENT OF ROGER C. ALTMAN. ASSISTANT SECRETARY OF 
DOMESTIC FINANCE, DEPARTMENT OF THE TREASURY. ACCOM- 
PANIED BY STEPHEN J, FRIEDMAN. DEPUTY ASSISTANT SECRE- 
TARY FOR CAPITAL MARKETS POLICY 

Mr. ALTSfAX. Yes; I am accompanied by Stephen J. Friedman, who 
is Deputy Asisistant Secret ars' of the Treasury for Capital Markets. 

Again, I am sorry for being late. 
I do appreciate this opportunity to present the administration's 

views on this bill. As you know, it would amend the Regional Rail 
Reorganization Act of 107." to require the Federal Government to 
guarantee any notes issued by certain railroads in reorganization in 
settlement of their unpaid State and local taxes. Tlie guarantee would 
be required in cases in which the Federal Government, certain Federal 
agencies or ConRail assert any priority over State and local claims. 

Mr. Chairman, as you know, the amount of deferred taxes involved 
here is large. In addition, these funds are owed to those State and local 
governments which probably are experiencing the greatest fiscal strain 
in the United States. In fact, the administration is devising urban 
and regional policies to assist, these areas right now. Some of these 
policies will be announced by the President in just 3 or 4 months. 
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In short, we are highly sympathetic to tlie fiscal difficulties of this 
region and we would like to help the States and localities involved re- 
ceive these back taxes. Yet, Mr. Chairman, there are fundamental rea- 
sons why this legislation is not the way to do it. 

In our view, the U.S. taxpayer simply cannot bear the responsibility 
of insuring that private railroads in reorganization pay their State 
and local taxes. This argument is overriding and the administration 
cannot sjipport this bill as a result of it. 

I know that you are aware that this legislation arises out of the 
complicated reorganization proceedings of seven Northeast and Mid- 
west railroads, of wliich the largest by far is Penn Central. It owes 
roughly $;326 million in principal amount of unpaid State or local 
post-bankruptcy tax to 17 States and numerous localities, as well as 
the District of Columbia. 

Ti^e Federal District Court presently has under consideration a pro- 
posed plan of reorganization of tlie Penn Central on which it probably 
will rule later tliis year. Tiiat jilan. of course, provides for paymg some 
of these taxes in cash and the rest in securities. This bill, H. R. 8882, 
however, would facilitate the payment of essentially all of them in 
cash. 

Mr. Chairman, I will submit for the record the discussion of the re- 
organization proceeding itself as well as the compromise offer wliich 
has lieen made to the State and local taxing authorities. 

Tlie CiiAiRMAX. "Without objection, it will become part of the record. 
[The information requested was not available to the subcommittee at 

the time of printing.] 
Mr. ALTIFAN. I^et me turn to the factors which are motivating tiie 

taxing authorities and their representative State and local govern- 
ments to urge Congress to consider this bill. Most of these State and 
local governments, Mr. Chairman, support the bill because tiiey essen- 
tial iy object to the proi)osed reorganization plan. 

For example, some local taxing authorities argue that they are pro- 
liibited by State law from accepting the securities offered. They have 
raised doubts alx)ut the fairness and constitutionality of the reoi-gani- 
zation plan. Tliese are questions that should be and are being deter- 
mined by the courts. We have made no independent judgment on them 
and it would not be appropriate for us to do so. Rather, let me discuss 
briefly what we see to he the i>ublic policy implications of this pioposed 
bill. • 

Fii-st, Mr. Chairman, it would give to State and local authorities 
a claim against the United States in addition t« the claim against 
Penti (^entral. Accordingly, those taxing authorities would have a 
claim wliich is letter than that of the United States because our claim 
nnist be satisfied against Penn Central alone. That result would violate 
the general principle that c'aims of the United States against bank- 
ruot estates are superior to those of State and local governments. 

Second, the sole value of the series C notes to the TTiiited S^ntf^s He- 
ponds ur«m the value ultimately accorded to the assets which the 
Penn Central transferred to ConRa.il. That value, as you know, is 
prosentl V bein<x determined in a special proceeding in which the United 
Sttites 's in tlie position of arguing for a lower, rather than a higher, 
vnlue. The basic purpose of that special proceeding is to determine 
the amount of any additional compensation payable by tlie United 
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States to the Penn Central in exchan^ for these aSSCSit* 
the United States would be maintaining a position  in 
proceeding that would result in a lower payment by tlw 
in respect to these series "C" and "D" notes even thovig 
anteeing their full face amount. 

Mr. Fix)Rio. Mr. Chairman, just to get a point clea 
United States is arguing for a lower rather than a hig 
the valuation proceedings. You don't mean the lower "fc-li' 
you mean a lower than was requested ? 

Mr. ALTMAN. Well, what I basically mean is that "t-l 
of tlie United States is better off the lower the valua.tic 
transferred to ConRail is. 

Mr. FLORID. The United States is not in court o-i~i 
amount paid should be lower than was offered, lower tl^ 
by  

Mr. ALTMAN. That is correct; that wasn't my mtent- 
Mr. FLORIO. Thank you. Mr. Chairman. 
Mr. AxTMAN. The third basic point I want to m^' 

Chairman, is that, subject to the supervision of th<5   T 
court, the Penn Central trustees are engaged in a comT? 
task of balancing the claims and interests of each g^^ 
The provisions of the plan of reorganization and the * 
of compromise are an mtegral part of that balancing" .' 
•eral guarantee would mean that no State and local tf*-^ 
accept the offer of compromise because, of course, tlie g^ 
ties would be immediately salable. 

We understand the desire of State and local govern 
a fair and equitable settlement of their tax claims   * 
roads. We realize that the value of the series C notes 
the outcome of pending litigation which is testing" ^ 
assets transferred by tlie bankrupt railroads to Con I? 
outcome of this litigation is not certain. Nevertheless 
outset, we are concerned that the U.S. taxpayer not be 
of insuring the private railroads in reorganization 
and local tax bills. 

In addition, we arc concerned that the Federal Go 
crease its liability exposure in connection with railr 
zation. In the case of Penn Central, the Federal Gove 
has claims totnling approximately $.390 million exclu 
of $60 million. The proposed legislation, Mr. Chair 
tlie Federal Government guarantee a potential $800 
pal and interest on series C and series D Penn Ce: 
Finally, the effect of the proposed bill would be to i 
lent of a federally guai-anteed municipal security ii 
revenue anticipation notes. 

For the foregoing reasons, the administi-atiwi 
H.R. 8882. We believe that tlie rights of all credit 
with by the courts under the framework establishe 
the Emergency Rail Services Act of 1970 and the R( 
ganization Act of 1973. 

If some States are precluded by State law from 
fered secured notes, and if they did not find the pro 
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acceptable, they ought to seek a change of law at the State level, Mr. 
Chainnan. 

Thank you and I would be happy, of course, to answer any ques- 
tions. 

Thank you and I would be happy, of course^ to answer any 
questions. 

[Mr. Altman's prepared statement follows:]        • • ,   . •. 

STATEMENT OF ROGER C. ALTMAW ASSISTANT SEcnETARY OF THE TBEASUSY 

Mr. Chairman, I apprwiate this opportunity to present the views of the A4min- 
istration on H.R. SHti'J. That bill would amend the Regional Rail Reorganization 
Act of 1973 to require the Fetleral government to guarantee anj nptes issued by 
certain railroada in reorganization in settlement of their unpaid state and local 
tiixes. The guarantee would be required in cases in which the Federal govern- 
ment, certain Federal agencies, or ConRail asserts any priority over state and 
local claims. 

Mr. Chairman, the amount of deferred taxes Is large. In addition, these monies 
are owed to those state and local governments which probably are experiencing 
the greatest fiscal strain in the United States. The Administration is devising ur- 
biin und regional iwlicles to assist these areas. Indeed, certain of these policies 
win be announced by the President In Just three or four months, In short, we 
are highly sympathetic, therefore, to the fiscal difficulties of this region. We 
would like to help them receive these back taxes. Yet, Mr. Chairman, there are 
fundamental reasons why tliis legislation Is not the way to do It. 'ITie U.S. tax- 
payer simply cannot Iwar the resiionsibility of ensuring that private railroads 
In reorganization pay their state and local taxes. This argument is overriding, 
and the Administration cannot supiwrt H.R. 8882. 

This legislation arises out of the lengthy and complicated reorganizdtion pro- 
ceeding.*! of seven Northeast and Slidwest railroads. The largest of the.se by far 
is the Peiui CJentral Transportation Company. It owes approximately $326 mil- 
lion in principal amount of upald state or local post-bankruptcy taxes to 17 
states and many localities within them and the District of Columbia. The Fed- 
eral District Court presently has under consideration a proposed plan of reor- 
ganization of the Penn Central on which it probably will rule later this year. 
That plan includes provisions for paying some of these taxes. ITils bill, however, 
would facilitate the payment of essentially all of them. 

Until recent years, treating of state and local tax claims as they are being 
treated in the Peim Central reorganization proceeding would have been unusual. 
In earlier cases, when a railroad company was reorganized, the taxes aceruing 
after the reorganization proceeding were usually paid currently, as exijenses of 
administration. In the case of the Penn Central, I understand that the Court 
enjoyed iinyment of these taxes. That injunction remained In effect for all periods 
through .lanuary 1,1977. 

Then, In 1973, the Congress adopted the Regional Rail Reorganization Act. 
That statute, as amende<l by the Rail Revltallzatlon and Regulatory Reform Act 
of 1»76, provided, among other things, for the priority payment of certain ad- 
niinistratlve claims against the Penn Central under Section 211(h). Under this 
procedure, Federal money is loaned to ConRail to pay certain classes of adminis- 
trative claims against Penn Central. ConRail then obtains a priority claim 
•ngalnst Penn Central In the same amoimc as the claim it has paid, to insure re- 
imyment of its loan. Labor and supplier claims against Penn Central are the 
principal claims eligible for payment under this procedure. $350 million Is 
authorized under Section 211(h) for loans to ConRail to pay these claims. Cur- 
rently, such loans, together with accrued interest, aggregate approximately 
?!234 million. 

The proposed plan of reorganization of the Penn Central provides for the pay- 
ment of state and local tax claims as follows: cash payments equal to 20 percent 
of the principal amount of unpaid taxes; and secured Series C Notes and Series 
D Notes equal to 80 percent of the principal amount plus accrued interest. The 
fjeries C Notes, which are issued to satisfy state and local taxes on properties 
conveyed to ConRail, are not general obligations of the reorganize*! company, 
hilt are secured by, and are payable from the proceeds of the assets conveyed 
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to ConKall subject to the prior claim of the United States. Series D Notes are 
issued in satisfaction of state and local taxes on property not conveyed to Con- 
Rail. The Series D Notes are general obligations of the reorganized company 
aud also have a secondary lien on the proceeds of the assets conveyed to 
ConRaU. 

The Penn Central trustees have made an alternative offer to each taxing au- 
thority. In exchange for surrender of all its outstanding tax claims, a taxing 
authority would be paid 50 cents in cash for each dollar of the principal of 
tax claims arising after the Penn Central tiled for bankruptcy, or 44 cents in 
cash for each dollar of the principal of pre- and post-filing tax claims, whichever 
is liigher. Claimants having claims of $10,000 or less will be paid in full. State 
and local tax authorities have until October 19 to accept this offer. Those who 
did not accept will be able to pursue their rights under this plan of reorganiza- 
tion referred to above. 

The state and local governments now urge the Congress to enact legislation that 
would provide a Federal guarantee of the secured notes which they would re- 
ceive under this plan of reorganization. It also would operate in any similar 
provisions of future plans of reorganization for the other six railroads. 

One of the reasons that state and local governments support this Bill is be- 
cause they object to the proposed reorganization plan. For example, some l^al 
taxing authorities argue that they are prohibited by state law from accepting 
the securities offered. They have raised doubts about the fairness and constitu- 
tionality of the reorganization plan. These are questions that should be, and 
are, being determined by the courts. I have made no lnd^>endent judgment on 
these questions and it would not be appropriate for me to do so. Rather, I would 
like to discuss briefly the public policy implications of H.R. 8882. 

What would be the effect of this legislation? First, it would give to state and 
local taxing authorities a claim against the United States in addition to a claim 
against the Penn Central Transportation Company. Accordingly, those au- 
thorities would have a claim far better than that held by the United States, 
!<ince the claim of the United States must be satisfied against Penn Central. 
That result would violate tlie general principle that claims of the United States 
against bankrupt estates are superior to those of state and locad governments. 

Second, the scrte value of the Series C Notes to the United States depends upon 
the value ultimately accorded to the assets that the Penn Central transferred to 
ConRail. That value is presently being determined in a special proceeding, in 
which the United States is in the position of arguing for a lower, rather than a 
higher, value since the basic purpose of the proceeding is to determine the 
amount of any additional compensation payable to the Penn Central in exchange 
for these assets. Accordingly, the United States would be maintaining a pfisi- 
tion in the valuation proceeding that would result in a lower payment by the 
Penn Central in respect of these notes, even though the United States is guar- 
anteeing their full tace amount 

Third, subject to the supervision of the Federal District Court, tie Penn 
Central trustees are engaged in the complex and difficult task of balancing the 
claims and interests of each group of creditors, taking into careful account 
possible weaknesses in the legal position of each group. The inovistons of the 
plan of reorganization (and the alternative offer of compromise) are an Integral 
part of that balancing process. A Federal guarantee would mean that no state 
and local tax creditor would accept the offer of compromise because the guar- 
anteed securities would be Immediately salable. 

We understand the desire of state and local governments to obtain a fair and 
equitable settlement of tlieir tax claims against tlie railroads in reorganization. 
We know that the value of the Series C Notes is dependent on the outcome of 
pending litigation which is testing the value of the assets transferred by the 
bankrupt railroad to ConRail, and that the outcome of that litigation is not 
certain. Nevertheless, as I said at the outset, we are concerned tliat the U.S. tax- 
payer not bear responsibility of Insuring that private railroads in reorganization 
pay their state and local tax bills. 

In additional, we are concerned that the Federal Government not increase its 
liability exposure in connection with railroads in reorganization. In the case of 
the Penn Central, the Federal Government presently has claims totaling approxi- 
mately $390 million, excluding the Federal Government's tax claim of |80 million. 
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The proposed legislation would have the Federal Government guarantee a poten- 
tial $800 million in principal and interest on Series C and Series D Penn Central 
notes alone. Finally, the eflfect of the proposed statute would be to create the 
equivalent of a Federally guaranteed municipal security if the holders issue 
revenue anticipation notes. 

For the foregoing reasons, the Administration does not support H.R. 8882. We 
believe that the rights of call creditors are best dealt with by the courts under 
tlie framework established by Congress in the Emergency Rail Services Act of 
1970 and the Regional Rail Reorganization Act of 1973. If some states are pre- 
cluded by state law from accepting tlie offered secured notes, and if they do not 
find the proffered compromise acceptable, they should seek a change of law at tlie 
state level. 

Mr. RooNEY. Thank you. 
I note tlxe author of this legislation has arrived. 
If you would like, you may sit at the table, Ms. Oakar. 
Mr. Altman, on page 1 of your testimony, you talk about the de- 

ferred taxes and how large they are, and you say the administration is 
devising urban and regional policies to assist these areas. 

I didn't know about this. Tell me something about it. 
Mr. ALTMAN. Well, I am sure you are aware that the President has 

pledged to develop a comprehensive tirban policy, and the current 
timetable for that, Mr. Chairman, is that he will refer to it in the state 
of the Union message obviously just after the turn of the year and then 
unveil it in detail in a special message just after that statement. 

Mr. R(X)NET. What is that going to cost. 
Mr. ALTMAX. NO decisions ha-vc been made yet, ilr. Chairman, on the 

components of that policy or of course, the costs. The proposal of that 
new set of programs to Congress is still 4 or 5 months away. The point 
I was making in the testimony is that we are working on a coherent 
urban policy. Most of the States involved here have a heavy urban 
character, and we are very sympathetic to the fiscal difficulties whicli 
they experience. These difficulties have, of course, inci"ea.sed their 
natural interest in seeing this legislation enacted because it would en- 
able them to obtain now essentially 100 cents on the dollar of their tax 
claims rather than having to wait for the notes to be paid. 

As I have .said in the testimony, however, we don't think this is an 
appropriate way to do it. But we understand why the State and local 
governments have a strong interest in this bill, and we sympathize 
with their concerns. 

Mr. RooNEY. Mr. Florio. 
Mr. FLORIO. Just following up on that point, not being unkind, but 

the fact of the matter is, there is very little relevance of one to the 
other, the fact we have outstanding tax bills, you are talking about the 
fiscal dilemma of the urban area and now saying there is going to be an 
urban policy with your assistance and there are those who make the 
arrangement. Those things are necessary and long overdue. I am not 
sure you can offer the fact we are becoming aware of the cities and 
urbanized areas; that is, therefore quid pro quo or compromise 
ing or forgetting about the tax bills. I understand what you are saying, 
the administration is to be cximmended for coming up with the urban 
policy. I am not sure the relationship of the one to the other is A'ery 
persuasive in terms of just saying that we are not going to support 
this approach because we are coming up with some other approach to. 
assist the citi^. 
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^Ir Ai-TMAN. That, though, was reallj' not my point. "VVe would not 
Bnpport this legislation, regardless of whether we were developing 
a serious urban policy, because of the reasons I set forth. My point was 
that tliere is a group of us in the administration—I liappen to be one— 
who aiP spending a lot of time, 7 days a week, working on a pos.ssible 
uibaii development bank and certain fiscal relief measures for the 
cities. Tlie Administration's urban policy will have many components 
wliicli will deal precisely with some of the reasons wh}' manv of the 
.States and localities involved here are under serious fiscal strain. 
Many of them are arguing, understandably, that a simple way for the 
administration to provide fiscal relief would lie to support this bill. 
But we think a fiscal relief program ought to \)c developed and con- 
sidered as well. 

5Ir. FLOMO. The point I am malcing is supporting this bill and pro- 
viding the relief is not providing any additional i-elief, it is providing 
to the municipalities the revenues that they relied upon and were duly 
entitled to and have a right to expect. We are talking about a certain 
category of ta.xpayer here that is somewhat tinique. If you don't pay 
your taxes and I don't pay my taxes, that works a.hardship upon 
municipalities we come from. •      , 

Ivct mo raise a couple of other points. \'    • 
One, if you place any credence in the comments of the representative 

of FRA. as I am willing to do, that there is an expectation that the 
existing level of valuation will pay off the debts that are owed. 

Now. you have indicatetl you are not seeking any less money. I don't 
think there is any realistic expectation that less money will be provided 
by the courts. If an>'thing, more money will be pi-ovided by the courts 
foi- tlie trustees which will provide that much more added security to 
the Federal Government that tliey will not be required to pay off on 
tlip loan guarantees. 

If that is the case. I am not really sure where I seethe Federal Gov- 
ernment being jeopardized by providing loan guarantees. 

Xow, you went into a couple of esoteric argimients about increa,sing 
the security of the municipal bondholders because they now have Fed- 
eral guarantees and the Federal Government wouldn't have a Federal 
guarantee. 

Well. I think that is nice; I think it is somewhat academic; the bot- 
tom line is whother we think the Federal Government is going to have 
to i)ay off on these notes tliat may be issued. I am willing to accept the 
gentleman's c^nmients. Unless you have evidence to the contrary, it 
doesn't look like the Federal Government would have to pay off on the 
notes. 

Do you have any evidence to the contrary ? 
Mr. ALTMAX. NO; I .agiee with the position that he took, but I don't 

think that tliat is decisive in terms of supporting oi- not supporting this 
legislation. Among other things, there is the question of whether there 
would be sufficient cash to avoid a default on the guaiunteed notes in 
the c^a.so of the railroads other than Penn Central. The answer to that 
question is not at all clear, and this legislation, of course, would per- 
tain to them. 

Second, it seems to us that in other railroad reorganizations there 
may he. as I just stated in the case of the other si.x railioads, sub- 
stantial risk of default and we believe that the U.S. Government .should 
not bo put in the position of making investment decisions. 
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In other words, the U.S. Government should not be required to 
decide that it will facilitate the payment of back taxes in cases where 
it believes that the risks under its guarantees and not substantial, 
and not help in cases where there are serious risks of default so that the 
Govermnent might have to honor its guarantees by providing the funds 
to pay the railroads" State and local tax obligations. 

It just seems to us that tliis would be a politically imjwssible and 
inequitable position for the Federal Government to be put in. 

Mr. FLOKIO. Are you saying tlien you don't seem to liave any question 
about the solvency, so to sixjak, of the assets of tlie Penn Central; you 
have questions about the other railroads ? 

Mr. iVxTMAN. That is right. 
Mr. FLORIO. If in fact this was modified since the Penn Central is 

clearly the largest debtor, that would eliminate one of yom* major 
objections? 

Mr. ALTMAN. No: I don't think so because I think the conceptual 
and pi-ecedential argimionts that I tried to make in my testimony are 
overriding. 

Mr. FLOHIO. Notwithstanding the fact you seem to concede that there 
seems to be no financial obligations which will flow to the United States 
as a i-esult of the Penn Central guarantees. 

Mr. ALTMAX. First of all. I don't think anyone can be certain of 
that. I am not certain of it. In the absence of tliat kind of certainty I 
frankly don't think that we could supix)rt this bill. Fundamentally, it 
does come down, to a large extent, to the question of the role of the 
general taxpayer vis-a-vis taxpayers in certain areas. We dout think 
the U.S. taxpayer ought to bo. in the position of requiring or insuring 
that i"ailroads in reorganization pay their tax obligations to cA.'itain 
Stiite and local governments. 

Mr. FLORIO. Let me make one final observation. Correct mo if I'm 
wrong, I get the clear impression that you were indicating you felt that 
there was some value to the settlement agreement and that there you 
had some interest in seeing the settlement agi'eement be carried out. 
Is this the official policy of the Department, that the settlement agree- 
ment is something that is in the public interest and should be carried 
out? 

Mr. ^VLTMAX. No; it is not. a matter of policy at all. I didn't mean to 
imply that. 

Mr. FiiORio. "Well, tlie only ix>int is I think that the substantial dif- 
ference, I will realize it is acceptable business jiractice to compromisp 
claims, general business claims, but I am not sure that anybody should 
be in the position of urging lesser levels of government to be compro- 
mising tax bills. 

yiv. Ar,T.-\rAN. We agj-eo with that. 
Mr. Fi/>Rio. As you indicate, there are a number of States, my own 

ii\c]uded, that haven't got the statutory authority to accept compro- 
mised tax bills if they wanted to. So many of our municipalities and 
the counties are in the tuuisual situation where they liave been told 
here is the option, you can take this if you want to, even though tlio 
law doesn't allow j'ou to, and if you don't take it there is no guar- 
antees provided pursuant to this type of legislation, you have no 
remedy, therefore, you lose all the money. You can appreciate that is 
a somewhat unfortunate position to be in as far as municipalities are 
concerned. 
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Mr. ALTMAN. Well, we agree and are not urging any action of one 
type or another on the part of the State and local governments with 
respect to the compromise or original proposed plan or any other 
action. 

Mr. FLORID. Thank you, Mr. Chairman. 
Mr. RooNET. Ms. Oakar. 
Ms. OAKAR. Thank you, Mr. Chairman. 
Mr. Chairman, again I want to thank you for having tliis hearing. 

I do have quite a few questions, but I will try to limit it and you cut 
me off when you think it is appropriate. 

Mr. RooNEY. The gentlelady from Ohio is recognized for 5 minutes. 
Ms. OAKAR. I shouldn't have said that. 
But I do appreciate your courtesy verj"^ much, Mr. Chairman. 
Mr. Altman, firet, as you can imagine, I am very dismayed both 

by the administration's position, not so much for myself but for all 
of the municipalities that are affected. Your testimony that T have 
just had a chance to read just now. the whole tone of your testimony 
indicates that you really feel it would be a groat risk to the Govern- 
ment. You quote a figure of $800 million if the Government would 
guarantee these notes. "Wliere did you get that figure ? 

Mr. ALTisrAX. Tliat is. as I undei-stand it, the total amount of pre- 
bankruptcy and postbankruptcy tax claims including interest. 

Ms. OAKAR. It is really $52.3 million, but we won't debate that 
because it is a substantial amoimt. 

Mr. ALTMAX. Let me clarify that. 
Mr. FRrED>L\x. I wonder if T could add something to that. That 

number is calculated by taking the principal amount of the securities 
that would be issued, which is approximately $.500 million, plus the 
interest that would be payable on those securities until maturity—up 
to 10 years. I don't think there was intention to say that was a measure 
of the Government's exposure, but it is a measure of what the Gov- 
ernment is undertaking. 

Ms. OAKAR. I want to assure you, Mr. Chairman, and members of 
this committee, that members of the Justice Department have said 
that there will be little, if any, risk as it relates to this particular 
issue. 

T am concerned about the urban problem of the policy of the Presi- 
dent, based on my work on another committee. Is this urban policy 
going to affect towns like Moundsville, W. Va.. and Taneytown, Md., 
that are also in line and support this legislation? Is the President 
going to come out and help these little towns, because there are more 
thfin urban areas affected ? 

Mr. ALTArAX. I appreciate that. I can only say that, frankly, this 
set of policies is actually in the middle or perhaps latter stages of 
evolution, but there have been no decisions on the various components 
which will make up the essential urban policies to be proposed by 
the President. I don't know if it is a total answer, but I assure you 
that I am personally working on a couple of aspects of this, which 
are taking up most of my time, and that we are quite sensitive to the 
fact that there are equivalent rural development problems. 

ifs. OAKAR. If you don't mind, I really want to get to my other 
questions. I want to call your attention to the fact that some of us 
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are hoping that over and above the problems that are affecting our 
urban areas we want a policy that is new and different, not just to 
cope with the current kind of backlog type of problems, and it is a 
little disappointing this is going to include this problem. 

The other point I want to make, and this was really illustrated very 
well, I think, by an editorial that appeared in one of our local news- 
papers the other day about Locklieed, is that it is a fact that there 
are 163 Federal loan guarantee progi-ams and that the risk of guar- 
anteeing series C, and series D notes would be as little risk, if not 
lesser risk, as these existing programs that in no way have ever cost 
the Federal Government a pennv. 

And a good example of that is the editorial that was in one of our 
Washington papers citing Lockheed as an area in which the Goveni- 
ment had guaranteed some notes and in fact these were doing very 
well and there was not a problem. 

So if you could cite me an instance where the Federal Government 
guaranteed a loan program where they went under, I would like 
to hear it. 

Mr. ALTMAX. An instance of where a guarantee  
Ms. OAKAR. Guaranteed by the Federal Government. 
^Ir. ALTMAN. Unfortunately, there are quite a number of instances 

like that. For example, the $100 million of trust certificates issued by 
tlie Penn Central and guaranteed by the Federal Government under 
the Emergency Rail Services Act at the outset of this postbankruptcy 
proceeding. Of that $100 million of .Tiiarantcod certificates. $r)0 mil- 
lion are presently in default. The Federal Government has had to 
make the principal and interest payments. The other $50 million, it 
appeal's, will also be in default. Thus, in this case, you have an ex- 
ample of a Fcdei-al guarantee in which the Federal Government has 
had to step up and pay the interest and principal which, in most 
guarantee programs, it is hoped the borrower will do. I would also say 
there are a couple of clear differences between this instance and Lock- 
heed, although I don't want to get into that. 

Ms. OAKAR. I don't either. I wanted to cite that point. 
How would the administi'ation view the bill ? Do you think it would 

change if the Federal Government had recourse with the reorgani- 
zation companies if the Secretary of Transportation indeed had to 
pay some of these series C notes ? 

If we had added an amendment to the bill to that effect, how would 
you view it then? 

Mr. ALTSIAN. I don't know how the administration would come out 
on that because I can't speak for the administration on a new piece of 
legislation. I think, though, that it would be difficult for the adminis- 
tration to support it even if the notes were with recourse because of 
the basic relationship I talked about earlier between general taxpayers 
and local taxpayers and what this would do to that relationship. 

But I can't say definitively either way. We would take a look at it 
in a good spirit. 

Ms. OAKAR. You see, you understand the problem that these munici- 
palities are in. They are second in line against the lien. You are first 
in line, and there is a decisive thing that the Federal Government has 
over the local mimicipalities. 
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Mr. ALTjfAV. I realize that, of course, though the Federal Govern- 
ment almost always is first in line by general statute and by specific 
statute. 

Ms. OAKAR. It doesn't make it right. 
Mr. ALTMAX. There is an enormous body of law over decades which 

lias established that principle. 
Ms. OAKAR. Mr. Chairman, I wanted to just reiterate the fact that 

in no way is there direct dollars involved. And I think there is an 
implication that this is the case and I think that many of the munici- 
palities are not willing to wait 3 or 4 months until the President gets 
around to an urban policy. You know, I think that that is really a 
problem and that kind of notion that this would satisfy these munici- 
palities, many of which are going under right now in terms of their 
school systems. Toledo. Ohio has already announced that in October 
they are closing their doors unless there is some kind of critical legis- 
lation passed. Cleveland, my own city; this is happening in New 
Jersey, the State of New York, the State of Massachusetts, and so 
forth. I don't think the arguments, Mr. Chairman, and members of 
this committee, warrant this kind of opposition to the legislation. 

Mr. ALTMAN. Let me reiterate with respect to that last point you 
made that I am not trying to emphasize that the localities involved 
don't need to worry about this particular piece of legislation because 
we will be dealing with this problem out of another hand in the forth- 
coming urban policy. That is not my point. My point .simply was we 
have been studying very hard the fiscal difficulties of these State and 
local governments. We are trying to devise a policy which will assist 
them. But in fairness, whether or not we were doing that would have 
no effect on our position on the basic merits of this bill. 

Ms. OAKJ\R. jMr. Chairman, just one last point, and that is that if 
there is this shortfall between $500 million and $800 million, without 
this legislation wouldn't we see problems with the loss of the jobs and 
revenue and so forth that comes in because all of our institutions, 
like our educational system is operative: I mean, are you considering 
that cost to the Federal Government, it is going to take place without 
some kind of guarantee with these notes. That option, has that oc- 
curred to you, do you know what costs that would imply? 

Mr. ALTMAX. Yes; we have taken that into account. In fact, that is 
why in the first page of my statement I pointed out that we are not 
only aware of the fiscal difficulties in these areas which are impinging, 
among other tilings, on school systems, but are doing our liest in 
another fonim, the urban and i"cgional policy group, to come up with 
ways that Avill provide fiscal relief to these areas or provide incen- 
tives for them. So I can only say, and hope you take it in good faith, 
that we are sensitive to this problem and that is precisely why I 
wanted to emphasize that point at the outset of my testimony. 

This, in general, is a matter of legal precedent and I could agree and 
do agree with almost all the points you have made about the fiscal 
difficulties of these regions and the effect they arc having on individual 
localities, but that is another set of factors in addition to the legal 
factors which in this case have to be overriding. 

Ms. OAKAR. Well, if the bill is limited only to Penn Central, 
wouldn't the precedent then be to examine the situations on a base- 
by-base basis, however? 
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Mr. ALTKAN. Let me simply say if the bill is amended to limit it to 
Penn Central we will take a g:ood faith look at it. There will be a 
lot of other agencies which will have to be involved, including the 
Justice Department, as it has been involved in developing this position. 
We will do our best to develop a quick position on it. 

Ms. OAICAR. Mr. Chairman, just one point for the record. And that 
is that if, since I know you have indicated that the committee may 
have a markup soon, I had to wait several months for a response from 
tlie Department of Transportation as to the administration's position. 
Could you within the next few daj's give to the chairman and myself 
perhaps a response to the question I asked about a possible amendment 
to the legislation that would gi-ant the Federal Grovernment a resource 
with the organized companies? 

Mr. ALTMAN. Yes; we will do that. 
Sis. OAKAR. Thank you, Mr. Chairman. 
Mr. RooNET. Thank you, Ms. Oakar. 
You mentioned six other bankrupt railroads could possibly be in- 

volved in this. How much is outstanding with the six railroads ? You 
said $523 million with the  

Mr. ALTMAN. I don't know specifically, Mr. Chairman, but I would 
be happy to supply that for the record. ; 

Mr. RooNEY. We would appreciate it very much. 
[The information requested was not available to the subcommittee 

at the time of printing.] 
Mr. RooNEY. Thank you, ilr. Altman. Mr. Friedman, for 

appearing. 
Mr. FniEDMAN. To clarify your question, it is the amount of loans 

under 211(h) and other obligations to the United States that you 
would like furnished to the committee ? 

Mr. RooNET. Yes. 
Mr. FRIEDMAN. Thank you. 
Mr. RooNET. Thank you. 
Our next witness will be Mr. Dickieson, General Counsel, USRA. 

I would appreciate it very much if you would intiWuc* your 
colleagues for the i-ecord, 

STATEMENT OF CARY W. DICKIESON, GENERAL COUNSEL, UNITED 
STATES RAILWAY ASSOCIATION, ACCOMPANIED BY EDWIN REC- 
TOR, ASSISTANT GENERAL COUNSEL, AND ALBERT J. FRANCESE, 
LEGISLATIVE COUNSEL 

Mr. DicKTEsoN. Yes, Mr. Chairman. 
Mr. Chairman. I appi-eciate this opportunity to present the views 

of the United States Railway Association on II.R. 8882. With me on 
my right arc Mr. Edwin Rector, Assistant General Counsel— 
Finance; and on my left is Mr. Albert Francepe. legislative counsel. 
Other witnesses have described the proposed bill and some of the 
complexities involved. I will endeavor to be brief and not repeat what 
has already' been described. 

The association's interest in II.R. 8882 stems from its status as 
holder of the claims of the United States arising under section 211 (h) 
of the Regional Rail Reorganization Act of lOT-*?. as amended, and from 
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its responsibility for conducting the valuation litijration resulting from 
the Rail Act. "VTe perceive problems with H.R. S882 that could affect 
adversely the interests of the association and the United States in 
both of these areas. I will disuss the section 211 (h) problems first, and 
the valuation case second. 

Tlie association agreed to a settlement of its section 211(h) claims 
against, the Penn Central estate as part of the outline of settlement 
betwe<»n the United States and the Penn Central trustees. There, the 
Federal Govei-mnent agreed to accept for its claims, including the 
association's section 211(h) claims, series B notes maturing in 1987. 
These series B notes are quite similar to the series C and D notes, which 
the State and local taxing authorities are so reluctant to accept. The 
major differences are that the series B notes are secured by a lien 
against all assets of the reorganized company, wliile the series C 
notes have a lien only on the proceeds of the valuation case, and the 
series D notes are general obligations of the reorganized company. 
The superiority of the treatment given the Federal claims over that of 
the State and local claims follows directly from the high priority 
Congress provided in section 211 (h) and the Emergency Rail Services 
Act of 1970 (which authorized the Federal guarantee of trustees' cer- 
tificates) and decisions under the bankniptcy laws. 

Despite the somewhat better security provided series B notes, the 
Federal Government is still being asked to accept the same deferral in 
payment as the State and local taxing authorities. Xor has any special 
recognition been given for the more than $500 million in aid provided 
under sections 213 and 215, or for the prompt implementation of the 
final system plan which created a new taxpaying i-ailroad on April 1, 
1976. all of which provided substantial benefits to those States and 
localities. 

The major problem with H.R. 8882 as now drafted insofar as it 
might affect the Government's settlement with tlie Penn Central, is 
that it could produce new objections to the trustee's plan, a plan which 
the United States supports. While I have not been advised that any 
specific creditor group has objected, it is always risky for Congi-ess 
to interfere with pending litigation by imposing in midstream some 
new ^oimd miles. The trustees' plan represents a ciiiefully and ex- 
haustively negotiated cojnpromise of an extremely complex set of legal 
issues. The plan has been tested in hearings before the reorganization 
court and has been reviewed in a rejiort prepared by the staff of the 
Securities and Exchange Commission. It still must be passed upon 
by the reorganization court, and perhaps by the court of appe-als and 
the Supreme Court. Throughout, the States and local taxing authori- 
ties have had ample opportunity to present their positions and obtain 
a court, determination as to the fairness and equity of the treatment 
thev have been offered. 

Passage of H.R. 8882 could also affect adverselv the Government's 
position in the reorganization of the other six banknipt railroads. 
The Government has not yet negotiated settlements of its claims 
against those bankrupt estates. But in each of those leorganizations, 
tho Government has been asserting the priorities afforded its claims 
under Federal law, and as H.R. 8882 is now drafted, the guai-antee 
provisions would be triggered by that assertion even if the plans 
themselves do not recognize the Govermnent's priority position. More- 
over, the proposed legislation would require the guarantee of any 
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notes lised to settle State and local tax claims without reg-ard to their 
terms, thereby providing a sure incentive for the quality ()f the paper 
offered State and local taxing authorities to be low sinc« there would 
be a Federal guarantee belaud the notes. In shoit, this bill would 
require the Federal Government to buy a pig in a poke. 

H.R. 8882 would also adversely affect the int<?rests of tlie United 
States in the complex valuation proceedings now being conducted 
before the special court as a result of the Kail Act. FiT-st, the bill 
would reduce the benefit to the Government of a successful outcome 
in the valuation case since, at least in the case of the Penn Central 
estate, the lower the outcome in the valuation case, the greater the 
probability the Government might be required to honor its guarantee 
of the series C and D notes. With respect to the other estates, it can 
be assumed that the relative risk of that residt is greater because the 
other estates are less well endowed with assets than the Penn Central. 

Second, assuming that series C and D notes backed by a Federal 
guarantee could be sold for more than 50 cents on the dollar, passage of 
H.R. 8882 might influence more taxing authorities to accept the series 
C and D notes rather than the alternative cash settlement, a residt 
which increases the Government's potential liability with respect to the 
bankrupt estates' claims for alleged preconveyance erosion. The offer 
of a cash settlement to the State and local tax claims was an important 
benefit for which the Government bargained in its settlement with the 
Penn Central, a benefit which this bill would give away. 

That concludes mj comments concerning H.R. 8882.1 will be happy 
to answer any questions. 

Mr. RooNET. Mr. Florio. 
Mr. FLORIO. Yes, sir. 
Tell me how other creditors would be deferred by the loan guarantee 

provided to the State municipalities ? 
Mr. DiCKiESON. The essence of the Penn Central plan as indeed the 

essence of any plan in a reorganization as complex as that of Penn 
Central is compromise. The Federal Government had to accept numer- 
ous compromises. The lower level claimants also accepted compromises, 
and they did this in the context of the overall plan. If you now provide 
better treatment for one of the groups of claimants, you potentially 
will make others unhappy with the compromise as they accepted it. 
You have changed the specific  

Mr. FLORIO. Somebody may be happy. You are not talking about tak- 
ing from the assets giving to one group of creditors more of the assets 
than anyone else. All you are doing is insuring that the  

Mr. DicKrEsojT. Lower level claimants might argue that since there 
is now a Federal guarantee behind the C and D notes, the assets of the 
reorganized company dedicated to the payment of those notes should be 
made available to them. 

Mr. FLORIO. YOU are anticipating someone else coming in and asking 
for a loan guarantee for a lesser group, lesser level group of creditors. 

Mr. DicKiESON. No; I am not anticipating anything and I am not 
aware that anyone has done so far; but whatever you do m the middle 
of great complicated litigation such as this reorganization plan you in- 
terfere with the circumstances under which compromises are reached 
and you raise the potential of opening up the whole issue again. 

Mr. FLORIO. I am not overly impressed with the argument behind 
that. I think if there was something more specific I would be happy to 
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listen, but I don't think there is any lesser category of creditors that are 
realistically going to say, well, the States and localities got loan guar- 
antees, therefore, maybe we can get loan guarantees and maybe we 
won't accept because of that possibility. 

Mr. DicKTESoN. I don't know that they would be asking for loan 
guarantees. I would think they would be asking for a restructuiing of 
the plan that would provide them with a claim, a greater claim on the 
valuation case proceeds or would otherwise reduce the security behind 
the C and D notes to their benefit. 

Mr. FLORIO. Reduce ? 
Mr. DiCKTESON. The security behind the C and D notes. They would 

argue, why should such a great portion of the estate's assets be dedi- 
cated to payment of C and D notes now that they have a Federal guar- 
antee, why shouldn't they be made exclusively available for us ? 

Mr. FLORIO. Thank you, Mr. Chairman. 
Mr. RooNET. Ms. Oakar. 
Ms. OAKAR. YOU mentioned that this was worked out in a compro- 

mise ajid one of the reasons I introduced the bill was because State and 
local authorities from across the country told us that they felt that they 
had very little input in the compromise. I mean, frankly, cities like my 
own Cleveland don't believe it is an equitable compromise to get 36 
cents on the dollar. Could you be more precise in how every municipal- 
ity and what kind of input did they have in and resource in com- 
promising? 

Mr. DiCKiESON. T cannot dii-ectly answer that question. The associa- 
tions involvement in the negotiations that led to the Government settle- 
ment with the Penn Central trustees was quite limited, it only related 
to the section 211 (h) claims that we were holders of so I can reAlly not 
answer your question. We certainly in those negotiations represented 
simply the interests of the association, not that of anyone else. 

]\is. OAKAR. Would you like me to yield ? 
Mr. FLORIO. Wliat is the status of the litigation now ? It is my under- 

standing some of the Attorneys General were considering going back 
and asking eitlu'r for an extension or by petition asking for other 
alternatives. Has there been any initiation of repeal by any of the 
Attorneys Genei-al ? 

Mr. DiCKtESON. Which litigation are you referring to? 
^Ir. Fix)Rio. Litigation with regard to the compi'omise. 
Mr. DicKiESON. With regard to the plan of reorganization of the 

Penn Central ? 
Mr. FLORIO. Yes. 
Mr. DicKiESON. My understanding is that case has been briefed to 

the reorganization court; oral argiunent to the reorganization court 
will be held later this month. 

Mr. FLORIO. Thank you. 
Ms. OAKAK. It is my understanding, just for the benefit of the mem- 

bers of the committee and yourself, that in fact the State and local 
taxing authorities were not involved in the outline of settlement so 
wlicn you use the term "compromise" they were all involved. I think 
wc ought to be a little more specific about that issue. 

Mr.DiCKtESON. The compromise with respect to the State and local 
t.ixing authorities would not have taken place in the negotiations con- 
cerning the outline of settlement. We were simply settling the Federal 
claim. That compromise would have taken place in the negotiations 
by the Penn Central trustees with the various claimant interests. 
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Ms. OAKAU. But the overall outline of settleniput was drawn up, 
apparently they were not specifically involved and tliat is why they 
feel they did not have the input they would have liked to have because 
obviously they would have been in a sense attempting to get a more 
equitable settlement for them. It is not equitable. 

Mr. DiCKiESON. Well, whether the settlement is equitable or not, 
they have the legal right to have determined by the reorganization 
court and that is where they now stand. 

Ms. OAKAR. Has Congress ever interfered with—you mentioned 
that you feared Congress interfering with pending legislation or 
litigation of the Railroad Act. Have we ever interfered in the past 
in litigation? 

Mr. DicKiESON. It is something which Congress does very rarely, 
I believe. 

Ms. OAKAR. Have we ever done it as it relates to this act? 
Mr. DiCKrasoN. As it relates to this act ? 
Ms. OAKAR. If you don't know the answer, woidd you give me the 

answer? 
Mr. DicKiESON. Yes. 
Ms. OAKAR. OK. 
I don't have any further questions, but I just want to make it very 

clear that the municipalities, State and local governments, do not 
feel they were not involved as precisely as they wanted to be as it 
relates to the so-called compromise that you invoked youi"self and do 
not know the answer to, which is the thrust of one of your arguments 
as to whether or not there have been bills that somewhat i-elate to 
pending litigation. That is, I would like that answer for the record. 

Thank you, Mr. Chairman. 
[The information requested was not available to the subconunittee 

at the time of printing.] 
Mr. RooNET. Thnk you, gentlemen. 
Our next and final witness is Robert W. Blanchette, chairman of 

the board of trustees and chief executive officer, Penn Central Trans- 
portation Co., Philadelphia, Pa. 

Mr. Blanchette, the committee welcomes you. 

STATEMENT OF ROBERT W. BLANCHETTE, CHAIRMAN OF THE 
BOARD OF TRUSTEES AND CHIEF EXECUTIVE OFFICER OF THE 
PENN CENTRAL TRANSPORTATION CO., ACCOMPANIED BY 
ERNEST R. VARALLI, COMPTROLLER OF PENN CENTRAL; 
CHARLES A. HORSKY, SPECIAL COUNSEL; AND JAMES HOWARD. 
ASSOCIATE GENERAL COUNSEL 

Mr. BL-AKCHETTE. Thank you, Mr. Chairman. 
Members of the committee, Ms. Oakar, accompanying me at the 

table on my right is Mr. Ernest Varalli, who is comptroller of the 
Penn Central; on my immediate left is Afr. Giarles A, Horsky, spe- 
cial counsel; and to his left is Mr. James Howard, associate general 
counsel of the Penn Central. 

With leave of the Chair, Mr. Chairman, I will ask that my prepared 
statement be made a matter of the record. 

Mr. RooNET. Without objection. 
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Mr. Br-AjfCHCTTK. Tnclnded with it is a memorandtnn and two tables 
of figures. 

I will snmmarize my testimony. 
Mr. Roo?iET. Without objection, the testimony will become part of 

thp record along with the memorandnm and tables of fignresw 
Mr. Bf-AvrnETTE. The treatment of State and local taxes in the plan 

of reorganization is contained in the memorandnm accompanying 
my statement. I should call specifically to your attention that in the 
reorganization plan the trustees assume the validity of all tax assess- 
msnts in the past on these tax properties: and the trustees^ as part of 
the plan of reorganization, waive any right that they would otherwise 
have under the Bankruptcy Act to challenge the assessments of those 
pas-t taxes. I think the treatment in the plan of these State and local 
taxes has been amply described to this committee. We obviously as 
trustees believe that the plan is fair and equitable. 

Furthermore, the Securities and Exchange Commission, which was 
asked by the reorganization court to evaluate the plan, concluded in 
a 117-page report to the court last Friday that the provisions of the 
plan relating to State and local tax claims are indeed fair and 
equitable. 

We have copies of the SEC report which we would be pleased to 
file with the committee. 

Mr. RoovKV. Without objection. 
[The report referred to can be found in the subcommittee files.] 
Mr. BrjvxnrETTE. Of course, ultimately it is the reorganization 

rf>urt which will decide whether the trustees and the Securities and 
Exchange Commission are correct. Its decision should be amiounced 
in Xovember. 

Also attached to my statement, Mr. Chairman, is a description of 
the proposed offer of compromise outside of the plan. That offer is 
wh'HluIcd t-o expire on October 22.1977. 

However, on next Thursday, October 6, we propose to recommend 
to the court, that in view of this proposed legislation the offer be ex- 
tended to 10 days following the adjournment of this session of the 
CongrciB. 

Mr. RooNT.Y. How will that offer affect States like New Jei-sey and 
T think Ohio that cant accept a compromise? 

Mr. BLANCHETTE. We have always felt that under the Supremacy 
Clause of the Constitution a compromise under the Bankruptcy Act 
can be accepted. Obviously some taxing authorities feel to the con- 
trary. But this is an offer of compromise to those taxing jurisdictions 
which can or are willing to accept the offer. There is nothing com- 
I)ulsory about it. 

In some instances, where tlie local counsel for the taxing jurisdiction 
felt that, there was inability under the Bankniptcy Act to settle this 
disputed claim, legislation was introduced and passed to permit such 
an arx-optance. Legislation was passed in Indiana, it was passed in 
Connecticut, and, T believe, in Ohio, subject to certain procedures. So 
there is an ability proven on the record to correct this deficiency. 

With respect to H.R. 8882, it is undoubtedly true that the Federal 
guarantee of notes to he issiicd under the Penn Central proposed plan 
Hlionld i-cmove any objection by any taxing authorities to the pro- 
visions of the plan. 
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In that sense the proposed legislation would remove one obstacle to 
a plan which the trustees and the SEC believe to be fair and equitable 
to all of Penn Central's numerous creditors. Nevertheless, it is our 
judgment that it is probably inappropriate for us as trustees to express 
an opinion on a matter which is essentially one between the Oovem- 
mcnt of the United States and the local taxing authorities. 

I will note that imder our calculations, Mr. Chairman, the C and D 
notes coidd be paid if the offer of the United States Eailway Associa- 
tion is sustained by the court. We don't believe that that oner is ade- 
quate but if that offer were sustained the C and D notes would be paid 
in accordance with their terms. 

Finally, I am compelled to emphasize that the comments contained 
in this testimony are directed only to the present bill, which does not 
affect the payments provided under the plan. Were that bill to be 
changed in any way, that would affect the payment schedule, we would 
respectfully plead to have a further opportunity to explain to the 
committee what the conditions of such a change would be. 

Thank you, Mr. Chairman. 
[Mr. Blanchette's prepared statement and attachments follow:] 

STATEMENT OF BOBEBT W. BLANCHETTE, CHAIBMAN OF THE TEUSTEES OF THE 
PENN CENTBAI. TRANSPOETATION CO. 

I am Eobert W. Blanchette, Chairman of the Trustees of the Penn Central 
Transportation Company. I am speaking today not only for myself, but for the 
other Trustees as well. 

H.E. 8882 would provide a Federal guarantee of the securities issued by a 
railroad in reorganization to State and local taxing authorities in payment of 
claims by such authorities against the railroad. I have attached to this state- 
ment a brief outline of the securities which the Plan presently pending before 
the Beorganization Court in Philadelphia proposes for the portion of the State 
and local taxes which are not paid in cash when the Plan becomes effective. I 
should call specifically to your attention that the Plan accepts the validity of 
the assessments on which the taxes are computed, and waives any rights which 
the Trustees have under the Bankruptcy Act to challenge the assessments, which 
they would be required to consider doing if there were no Plan. 

As you can see from the attached memorandum, the Plan proposes somewhat 
different treatment for taxes which on the one hand are attributable to proper- 
ties which were left with Penn Central after the transfer of its rail properties 
to Conrail on April 1, 197C, and on the other hand taxes attributable to proper- 
ties which were conveyed away from Penn Central to Conrail or other railroads 
on that date. The Trustees believe that these provisions of the Plan are fair. 
The Securities and Exchange Commission, which was asked by the Beorganiza- 
tion Court to evaluate the Plan, has also concluded, in a 117-page report to the 
Court filed last Friday, that the provisions of the Plan relating to State and 
local tax claims are fair and equitable. I have copies of the SEC report which 
I will be happy to file with the Committee. Of course, it is the Beorganization 
Court which will decide whether the Trustees and the SEC ar correct. Its de- 
cision should be announced in November. 

Attached to this statement is also an explanation of an offer, authorized by 
the Beorganization Court for Penn Central, in discharge of a tax claim, to pay 
Immediately 50 percent of the principal amount of taxes which have accrued 
since the petition for reorganization was filed, or 44 percent of the total prin- 
cipal amount of taxes claimed, both pre- and post-petition. This offer, a.* the 
attached shows, has been open for about five months, and the attachment shows 
the number of taxing authorities which have accepted it and the amounts. The 
offer also r>ermlts Penn Central to offer taxing authorlites with small claims 
(under $10,000) 100 percent of the principal amount of their taxes in discharge 
of their tax claims. The figures with respect to acceptances in that category are 
also contained In the attachment On next Tuesday, October 6, the Trustees 
propose to recommend to the Court that, in view of tills proposed legislation, the 
offer be extended to 10 days following the adjournment of this session of 
Congress. 
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With respect to H.R. 8882: It is undoubtedly true that the Federal gxiarantee 
of the notes to be issued under the Penn Central proposed plan would, or 
certainly should, remove any objection by any taxing authorities to the provi- 
sions of the Plan. In that sense, the proposed legislation would remove one ob- 
stacle to a plan which the Trustees—and the SEC—believe to be fair and 
equitable to ail of Penn Central's numerous creditors. Xevertheless, it is prob- 
iilily inappropriate for the Trustees to express an opinion on a matter which is 
etisentially one between the Government of the United States and the local taxing 
authorities. 

Our comments are, of course, directed to the present bill, which does not 
affect the payments provided under the Plan. Were the bill to be changed in 
any way tliat would affect the payments to be made, the Trustees should have 
a further opportunity to explain to the Committee what the consequences would 
be. 

MBUOKASDITM 

The Plan of Reorganization (copy submitted) provides that all parties forgo 
any and all challenges to the validity of the claims for taxes filed by State and 
local taxing authorities, that the United States forgo in substantial part its 
claim to be paid In cash the amounts due to it, and that both property and cor- 
porate taxes owed to State and local taxing authorities be paid as follows: 

1. On the day the Plan becomes effective (Consummation Date) all taxing 
authorities will be i>aid 20 percent of the principal amount of their claims in 
ca.sh. 

2. With respect to taxes allocable to property which was taken by Conrail 
or other railroads on April 1, 1976, pursuant to the RRRA, and for which Penn 
Central will be paid when the amount due it is determined in the proceeding 
now under way in the Special Court (Valuation Case), notes will be given ("C"' 
Notes) for the remaining 80 percent of the principal amount claimed and nil 
the Interest claimed. The "C" Notes bear interest at S percent compounded 
annually, and are payable fom the proceeds of the Valuation Case. The notes 
have a Hen on those proceeds second only to the lien to satisfy amounts due or 
guaranteed by the United States. 

3. With respect to taxes allocable to properties which the estate retained on 
April 1, 1976, whether or not since sold, and with respect to all corporate taxes, 
30 percent of the principal amount In serial notes payable in annual installments 
during the first three years from Consummation Date, and bearing 7 i)ercent in- 
terest ("D" Serial Notes), plus "D" Term Notes for the remaining 50 percent of 
the principal amount claimed and all Interest claimed, jmyable from the pro- 
ceeds of the Valuation Case, but also secured by all of the assets of the reorganized 
company. 

The Plan of Reorganization has been submitted to the Reorganization Court: 
hearings have been held on it; briefs have l)een filed: oral argument is scheduled 
for October 6. The Securities and Exchange Commission, which was requested 
by the Court to advise it on the feasibility and the fairness and equity ot the 
I'lnn, has reivorted that it is both fair and equitable, and feasible. The target 
date for Consummation of the Plan is December 31,1977. 

Apart from the Plan of Reorganization, the Court has approved a proposal 
by the Trustees to make to all State and local tax authorities an offer to i>ay 
iinmfMllatcly riO percent of the principal amount of all State and local taxes, in- 
cluding corporate taxes, due from Penn Centi^l since the petition under Sec- 
tion 77 was filed, or, alternatively. 44 i)ereent of the principal amount of nl^ 
Stjite and local taxes. Including corix>rate taxes, both pre-petltion and post- 
petition, in return for a complete release. The offer also provides the payment 
of 100 percent of the principal amount of all taxes if the amount is ^lO.OCK) or 
less. The offer was made last spring, and was to be open for six months, and ex- 
pires on October 22. 1977. The Court has reserved decision on whether it should 
lip extpnde<l for an additional period. 

Thus far, the offer has been accepted by 734 taxing authorities, and Penn 
Central has i>nld out .$19.6 million in discharge of the liabilities of $43..5 million. 
Of these amounts (J40 are taxing authorities .<iettling for less than $10.(X)0, which 
have been paid $1.5 million. 

There are approximately 2.400 taxing authorities with tax claims against Penn 
Central. Of these, there are 1.436 whose claims are for $10,000 or less. 

Classified by States, the claims (Including claims which have been discharged 
by acceptance of the Trustees' compromise offer), are shown on the attached 
sheet. 
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PENN CENTRAL CO. CORPORATE TAXES 

Total unpaid (axes per plan 
of reorfanrzation 

States 
Number of 
authorities Amount 

Pennsylvania (Philadelphia, Pittsbur(h) -                    3 $23,195,000 
Connecticut -   - -    
Delaware -.. _                    1 26,000 
District of Columbia  - -      
Illinois (Chicago) - --                   2 570,000 
Indiana                    1 2.656,000 
Kentucky                     I 1,000 
Maryland                     1 3,866.000 
Massachusetts  -     
IVIichigan -                     I 781,000 
New Jersey - - -                     I 247,000 
New York (New York City, Buffalo) - - - -                    3 5,284,000 
Ohio  _                     1 9,324,000 
Rhode Island -                   1 351,000 
Virginia                      1 3.000 
West Virginia (Wheeling)  -                    2 784.000 
Taxes not allocated by State  7.274.000 

Total                   19 54,382.000 

CORPORATE TAXES SEHLED UNDER THE TAX COMPROMISE 

(As of SepL 21, 1977) 

On books Settled    Under JIO.OOO 

Ftorida  J33.3 «3.33 
New York (Buffalo)  281.36 281.36 
California  6.21 6.21 
Kentucky  700.09 700.09 

Total  1,020.96 1,020.96 

Mr. RooNEV. Thank you. Mr. Blanchette. 
On page 2 of your statement, you commented about the (»urt dis- 

missuig without projudiee the 90-day extension that the municipali- 
ties have requested. Do you believe that your proposal for an exten- 
sion would have a better chance for approval by the court? 

Mr. BLANCHETTE. Well, we never bat a thousand before the court, 
but we think that it is a fair extension. We say this bill is pending 
before this sassion of the Congress, some of the State and local tax- 
ing authorities are in an obvious dilemma, and were the bill not 
to become law, then they have 10 days after the adjournment of this 
session of Congress within which to make their election. 

Mr. RooNET. Mr. Florio. 
Mr. FLORID. Yes; thank you very much. 
A couple of points. I appreciate your candor in admitting, as I 

thought you did, tlmt this bill will really have no impact upon the 
proceedings; that is, the pajTiient schedule as such, and I would 
think that the logical extension of tliat is that it would have no real 
impact upon other creditors' determinations as to whether they are 
going to accept the schedule and the terms of the schedule. I think that 
is a bit at variance from other testimony that we liave heard today, 
that also I assume what you are doing is verifying other testimony we 
have heard today, that under the current valuation amount that is 
under challenge by itself under challenge to go up, it is not under 
challenge to go down, you feel the C and I) notes can be paid off. Again 
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tliat gives me real difficulties as far as the Treasury Department sug- 
gestion that the Federal Government is in any way realistically per- 
haps liable. I don't see that as a definite possibility. 

Sir. Bi^vNCHETTE. Mr. Florio, I must say, pressing the candor point, 
there has been some rhetoric that the USRA award could be deci^eased 
in the valuation case. We don't take it seriously, but I have to tell 
you that there are some people who get up in court and make noises 
about decreasing that paltry award, by conferring other benefits, so 
to speak, on the Penn Central. We don't take tliat seriously, but I 
have to tell you and put on the record the fact there has been that 
assertion made. 

Mr. FLORIO. Let me also make a comment. Your opening comment 
was in eflfect you have waivefl your right as to challenge the assess- 
ments. I thought the implication was tliat you could have diallenged 
the assessments, and I am not sure what the law is in other States, 
but I would think in my own State you probably couldn't because the 
statute is alrea.dy passed. On August 15 of each year, the assessment has 
to be challenged, and I am sure you are going back a while. So in 
fact you may have waived something you didn't have a right to not 
waive. 

Mr. BLANCHETTE. This is not under State law, Mr. Florio. The Bank- 
ruptcy Act has a specific provision that preserves to bankruptcy trust- 
ees the right to contest tax assessments. The battle would be that if in 
the absence of our plan, which I think is the only plan that can be struc- 
tured for this estate, there would be a contention made that if all of 
the railroad was worth was what the USRA said it was worth, than 
these tax assessments were far in excess of the real market value of the 
property. Then you would liave to wait until the outcome of the valua- 
tion case and the trustees would then, some set of trustees, not this set, 
go in under the Banlcruptcy Act and assert a right to have the a.sscss- 
ments reduced. And we just foiuid that wa.s to no one's interest so we 
are not asserting that right under the Banltruptcy Act. 

Mr. FLORIO. IS that not academic, that supei-scdes Stat-o law ? 
Mr. BLANCHETTE. Under the Federal Supremacy Clause. 
Mr. FLORIO. Thank you very much. 
Mr. RooNEY. Ms. Oakar. 
Ms. OAKAR. Thank you, Mr. Chaii-man. 
Mr. Chairman, just for the record, Ohio is by law permitted to accept 

partial payment. I would like to ask the gentleman through, what sort 
of input did the State and local taxing authorities have on the com- 
promise offer? Is it not true or is it true that the trustees in the Friday 
morning group devised the compromise ? 

Mr. BLANCHETTE. Well  
Ms. OAKAR. And that was accepted ? 
Mr. BLANcuE-rrE. Well, the actual compromise was negotiated. Mr. 

Horsky calls my attention to two things. First, is the 50-pereent com- 
promise or the 4-l-percent compromise. And, second, is the section 211 
(h) compromise with the United States. 

Referring to the latter, that compromise was negotiated auiong cer- 
tain membcre of the Friday group which constitutes the bulk of the se- 
cured creditors, the U.S. Government acting through the Department 
of Trans-portation, and the trustees. With 2,500 States and local taxing 
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aiitlioritios. it was—at tha time tliey were not or{j:anized in any fashion 
really—physically iinjwssiblo to brinpthe.in to the, tal)lc. Furthermore, 
because the Government had through section 211(h). a sti-onij-arm 
clause around us unless we could secure ajri-ecment with Mr. Bamum, 
acting for Secretaiy Coleman. it just wasn't possible for us to go public 
with anything because we were at the mercy of the priorities established 
under section 211 (h). 

Thereafter, we immediately did all that was necessary to go public 
on that particular offer. 

Now. with respect to the 50 percent^  
Ms. (DAKAR. May I just interrupt you there for a second. You know 

we have had many national organizations endorse this bill, the Na- 
tional League of Cities, the Association of Mayors, County Commis- 
sioners and et cetera, et cetera. They found it fairly easy to get to- 
gether t/i have a spokesman to come before tliis committee, and T am 
iust wondering why you feel it wasn't luimnnly possible to involve them 
in the compromise despite the fact that there were 2.500 individual 
municipalities at stake here? I think they would have found a spokes- 
man if von had given them the opportimity to be involved. I am not 
saying it was your responsibility. I want to make tins point clear. You 
have clarified it they were not involved in one of the plans. 

M?'. HLAXCirKTTE. They were not organized at that time. 
With respect to the 5(>-percent offer, there is a history of a 50-percent 

settlement Avith State and local taxing authorities, and that is one 
where there had been some consultation. For example, in the city of 
Xew York, with i>>i5pect to the sale of the defunct Commodore Hotel, if 
that sale is consummated, we had negotiated with New York Citv a 50- 
percent compromise of taxes on that parcel. "We had also nearotiated a 
50-percent compromise with the city of Wilmin.q^ton, Del. So that we 
had a feeling that there was a favorable precedent for that kind of 
settlement outside of the plan. 

Ms. OA]C.\R. Mr. Chairman, just one question. 
Mr. Blanchette. you said vou felt that the plan was fair and equit- 

able, if T am not mistaken. But if you wei-e owed money and you ap- 
neare4 to be obviouslv a good businessman, you planned on it in your 
budget and instead of the ca.sh payment you were given 50 percent of 
the money owed, 7 years from to<lay, assuming that inflation continued 
over the next 7 years at the rate that we have witne^ssed over the past 7 
years, do you know or have an option as to what the real worth today 
would be of the 50-percent payment to l>e jeceived by you in 7 years? 

Mr. BIJANCHETTE. Well, the 50-percent payment right now is im- 
mediate ca.sh. As a business proposition, if I had not I'eoeived a nickel 
on account of the .State and local tax for 7 years, I think T probably 
would have fisrured in my bud.Tet planning that maylx> theie is a certain 
amount of writeoff th.at has already occurred. I am not justifying the 
plan on that basis, but it is not new that the taxe.s have lx>en delinquent 
for 7 years. 

Mr. Fi.oRio. .Tust to make it 100 percent. 
Ms. OAKAR. It means 36 c«nts on the $1 in Ohio. 
Mr. Fi.ORio. Just to get your position on the legislation. T am going 

to content at this point the e^iuity of the plan. It may be the finest plan. 
It may be beneficial to the municipalities when the alternative is noth- 
ing, but in no way does the passage of this legislation, in your opinion, 
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jpnpanlize the plan, jeopardize the status of \arioiis debtors, ratlier 
creditoi-s, and that the plan to jro forward if this leja;islation is passed. 

Mr. BiwVNCHETTE. Well, it does not alter the payment sdiedule if 
not one semicolon, jot, or tittle is changed. There is no alteration of 
the payment schedule and we as trustees would not represent to the 
court that the plan has been jeopardized. 

Mr. FixjRio. Talking about the reasonable expectation of the intent 
of this |)lan being affected or not being affected by the passage of this 
legislation. 

Mr. Bi^^NCHETTK. In my judgment, it would not be affected and one 
olwtaclo we said has been removed. I have not thought about Mr. 
Dickieson's points and I am not commenting on whether somebody 
else would say since there is a firm guarantee, let's dilute the C and D 
notes. In my judgment if not one iota of the present bill was changed, 
there would bo no alteration of the payment schedule that has been 
so delic4itely negotiated and arrived at. And, therefore, we would not 
say that the plan has been jeopardized, but only as the bill is presently 
written. 

Mr. Fix)Rro. I thank you for a veiy important observation. 
Ms. OAKAR. Can I just ask one more question. That is: Of the 2,.50O 

taxing authorities who are owed some of approximately $350 million, 
how many have accepted the offer ? 

Mr. BLANCHETTK. If you will refer to the exhibit. 
Ms. OAKAR. I just got th^ exhibit now, I am sorry. 
Mr. Bi^NciiEn>:. We have paid $19,591,000 to settle liabilities of 

$43,525,000. 
The number of claimants who have settled was 734. Others have 

expressed a desire to await the out<'ome of these sesions to make their 
determination. That is the reason we are extending the offer to 10 days 
Ijeyond the adjournment of this session of the Congress. 

Ms. OAKAR. Thank vou verj- much. You have extended it. 
Mr. BLANCHETTJ^ We are going to recommend it to the court. 
Mr. RooNEY. Last week, Mr. Blanchette, we had a witness testify 

l)efore this committee that you recently sold $100 million worth of 
Peim Central property. Is that tn:e ? 

Mr. BLANCHETTK. Well, I know we have sold $100 million worth of 
property. I think that i-eference was to the property in midtown 
Manhattan. 

Mr. RooNEV. Wht>.t was your net value of that $100 million 1 
Mr. BLANCHETTF',. The net value, sir? 
Mr. RooJTET. Right. 
Mr. Bt^ANCHETTE. It was $100 million. Wo received $100 million. 
Mr. RooNET. Did yo>i have any mortgages on it? 
Mr. Bi-ANCHETTE. Wc havon't even paid the mortgages. Those prop- 

erties are all encumbered. The proceeds are not enough to pay the 
mortgages or the administration claims. In the absence of a plan such 
as ours that $100 million won't be available to anylwdy. In fact, it 
would (TO first under the statute to the U.S. Government. Part of that 
would bo freed for taxes under our proposal. 

Mr. RooNEY. I have read in recent articles in the press that Penn 
Central Co. had tremendous profits in i-ecent quarters: is that correct? 

Mr. BT,Axrin-,TTT.. I think one qiiaitor there was a pi-ofit. 'WTien we 
sold the Waldorf there was a book profit for that period. If you accrue 
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the moitgage debt, we are running at a deficit. However, there is value 
in the Penn Central system which will be used in part, Mr. Chairman, 
to pay off State and local taxing authorities under the plan. 

ilr. RooNET. How long have you been chairman of the trustees? 
ilr. BLANCHETTE. Since 1975. 
Mr. RooNEY. Whether or not this bill is passed, in your opinion, do 

you feel that the municipalities will eventually be paid in full ? 
Mr. BiANCHETTE. Yes, they will. We believe they are going to be 

paid in full and that is the full intent of our plan. 
Mr. FLORID. That is if they don't accept the compromise ? 
Mr. BLANCHETTE. Well, if they accept the compromise offer, they 

get paid right now and they don't have to wait whether this plan goes 
to tne Supreme Court or otherwise is scheduled. If that plan is 
approved they will be paid in full. 

For those whose claims are represented by retained as.sets and which 
we have a better feel for the values, and there is no litigation out- 
standing, they will receive 20 percent in casli up front and then they 
will receive .30 percent of the principal amount in cash over the next 
3 years. Thereafter there will be a term not© which will pay the 
remainder of their principal and interest accruing at 7 percent matur- 
ing in 1987. 

With respect to those properties that were conveyed to ConRail 
and in which there is some uncertainty as to the outcome or value of 
those properties, again there is 20 percent cash payment up front. 
And then the remainder of the principal and interest will accrue inter- 
est at 8 percent compounded, which is the same rate as the CV's bear 
and they will mature in 1987, which is the contemplated maturity of 
the CV's and they are second only to the United States out of the cer- 
tificates of value which are guaranteed by the Government. 

Mr. FLORIO. May I ask perhaps your opinion, your business judg- 
ment, you have indicated that the D notes seem to be fairly secure on 
the prospect of business opportunities. We have had a couple of people 
say the valuation aspects are sufficient to pay off the C notes. "Wliat 
would be your determination as to whether the municipalities could 
do without the Federal loan guarantees, discount the notes that are 
given in order to get some immediate cash ? 

Mr. BLANCHEriTE. I think  
Mr. FLORIO. IS there any prospect of tliat ? 
Mr. Bi^NCHETTE. I think on the D notes—I am not an investment 

banker, Mr. Florio, but I have heard enough to suspect that on the 
D notes there would be a great ability to discount those notes. 

On the C notes the testimony of record is that they would be highly 
speculative and would probably not have a market. 

Now. if they were to carry an 8-percont coupon and a Federal guar- 
antee they could conceivably ride quite liigh, but I haven't inquired 
into that. 

Mr. FLORIO. Thank you. Mr. Chairman. 
Mr. RoojTEY. Ms. Mikulski. 
Ms. MiKTTLSKi. Mr. Blanchette, the question I have pertains to pos- 

sible liquidation. I am pleased that we did adopt the national policy 
we did that set up ConRail. There are those, however, who believe 
Penn Central should now be liquidated. If you think that the money 
would be gained by liquidation of Penn Central would not cover all 



127 

of the responsibilities to the Federal Government and other taxing 
authorities, would you then say to those who advocate that policy that 
it is a foolish one to be pursuing continually ? 

Mr. BLANCHETTE. The liquidation policy ? 
Ms. MiKXTLSKi. Yes. 
Mr. BLANCIIETTE. The liquidation policy is absolutely irresponsible. 

Nobody gets anything. It is a 100-year war. The matter will go on 
endlessly while everyone litigates. And there is no business, legal, or 
other sense to a liquidation policy. 

Ms. MiKXJLSKi. Thank you. 
I just wanted that on the record because I have a few foolish folks 

who would like to pursue that. 
Mr. RooNEy. Thank you very much for your appearance before the 

committee. 
That concludes our hearings on H.R. 8882. 
[The following letters and statements were received for the record:] 

CONGRESS OF THE UNITED STATES, 
HOUSE OP REPRESENTATIVES, 

Washinffton, B.C., September 28,1977. 
Hon. FRED B. ROOHEY, 
Chairman, Transportation and Commerce Subcommittee, Hou»e Office Building, 

Annex 2, Washington, B.C. 
DEAR MB. CHAIRMAN : I am enclosing a copy of a letter dated September 22, 

1977, which I received from the Assistant Superintendent of Schools, City of 
Chicago. 

Since this letter concerns H.R, 8882 which Is presently before the Transporta- 
tion and Commerce Subcommittee, I am forwarding the letter with the attach- 
ments and request that they be included in the Hearing Record. 

With every best wish, I am 
Sincerely, 

RALPH H. METCALFE, 
Member of Congress. 

Enclosnreg, 

' • BOARD OF ES)UCATION, 
"• •• * Chicago, III, September 22, J977. 

Congressman RAIJ»H H. METCALFE, 
Raybum House Office Building, 
Washington, B.C. 

DEAR CONGRESSMAN METCAUE : On Tuesday, September 20, I spoke with your 
L^slative Aide Coleman Conroy, concerning our interest in H.R. 8882, which 
will come before your committee next Tuesday. The Council of Great City 
Schools, of which Chicago Is a member, is Interested in a legislative resolution to 
this problem, as provided under this bill. 

A fact sheet and background data concerning the case Involving receipt of full 
payment for taxes owed by the Penn Central and other railroads now in reorgani- 
zation is attached for your information. This material has been well researched 
by the attorneys of the Cleveland Public Schools, and, I believe, represents a 
very valid case. 

It Is estimated that Chicago would receive approximately $5 million through 
this legislation due to the loss we have experienced because of the failure of the 
Penn Central to meet Its obligation to school districts. You will note that 
Appendix A indicates that the State of Illinois would receive approximately 
$28,66.0,000 if this legislation is enacted. 

Your favorable consideration and support of this measure will be greatly 
appreciated. 

Sincerely, 
ABTHTTR R. LEHNE, 

Assistant Superintendent. 
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H.R. 8882 FACT SHEET 

H.R. 8882 would guarantee that state and local taxing authorities will even- 
tually receive full payment for the taxes owed by tlie Penn Central and other 
railroads now in reorganization. Passage of this legislation is urgently needed, 
for the reorganization of the Penn Central Railroad has created severe financial 
(lltflculties for state and local tax authorities, difficulties created largely by the 
actions of the Federal government. 

The Railroad filed for reorganization in June, 1970, and has since then paid 
no state or local taxes. As of December 31, 1976 the total delinquency was more 
than half a billion dollars. The Federal government is primarily responsible 
for the magnitude of these delinquencies because it required the railroads to 
continue operations, although that continued operation insured tremendous op- 
erating losses. 

Proiierly, the Federal government should bear the cost of meeting that national 
interest. However, unless H.R. 8882 is enacted. Taxing Authorities, including 
liundreds of school di.stiricts, large and small, will be forced to choo.se l)Otween 
either a cash compromise, or iMiyment under a plan of reorganization after the 
Federal government, which is asserting a first priority claim for loans it made 
to {termlt continued deficit rail operations. In either case, local Taxing Authori- 
ties have no assurance of full settlement of outstanding claims. 

If they accept the compromise. Taxing Authorities will receive between 44 
cents and 50 cents on tlie dollar, without interest or penalties. Given inflation, 
coml>ined with In^s of interest, this represents actual payment of less than 10 
cents on the dollar. T'nder tlie Plan of Reorganization, as presently protKwed. 
Taxing Authorities will receive 20 percent of their claim in cash, the remaining 
80 percent in ten year notes that lack guarantees. 

H.R. 8882 assures that Taxing Authorities would be paid in full by means of 
n federal guarantee. It should be stressed that H.R. 8882 is not * "bailout" of 
a private corporation, but rather is a mechanism to a.ssure that state and local 
taxing authorities receive their tax payments, tax payments which are now 
threatened by the priority claims asserted by the Federal gorernment. 

[Additional information attached.] •• ).;• < 
• I • •' .. • 

H.R. 8882 BACKOBOCNT) IKFORMATIOW -.I •: . 

I.   HISTORY   OF   FEDERAI.   INVOLVEMENT 

The Penn Central Railroad filed for reorganization in June, and by order 
of the Federal reorganization court, has since then paid no state or local taxes; 
in many .lurlsdictions, Penn Central had large pre-banlcniptcy delinquencies as 
well. Delinquencies now exceed .$.'500 million (Including interest) in the 16 states 
in which the railroad formerly did business: Appendix A lists the total claims 
for the States Involved. 

In order to maintain rail service in the Northeast, a substantial portion of 
the operating rail assets of Penn Central and other railroads in reorganization' 
were conveyed, pursuant to fetleral law, to the Consolidated Rail corporation 
("Conrail") In April. 197(>.' Tliat federal law, pa.ssed in 1973, also required tliat. 
in the national interest. Penn Central continue operations at an enormous loss 
until the transfer to Conrail could lie made. Tlie federal govenilneht made loans 
to the railroad to partially cover tliose losses. It also guaranteed Penn Central 
Trustees Certificates, to enal>le the trustees to obtain ca.sh from private sources 
to continue operations." The federal government now asserts a priority for repay- 
ment over all other claims, including those of .state and local government unit.s. 

n.   PROPOSED   TREATMENT   OF   TAXES 

Tlie federally required railroad operations resulted In a federal claim of ap- 
proximately $500 million. Pursuant to a "settlement" Itetween Penn Central 
and the T'nited States. Penn Central Is now tryine to obtain federal court and 
creditor approval of a Plan of Reorganization  ("Plan") which would give the 

' Tho fnllowlDB discussion will dcnl only with Penn Centrnl. A nnmher nf Nf>rth<»nst«>rn 
rallrmds are In reorsanlMtlon and hoth exlstlne fprtoral Ifcislatlon nn<1 H.R. SRS2 npnlv 
to nil (nioh mllroadB. Penn Central Is bv far the larpest portion of the system and Is 

far**iest alonp In Its reor^nlzation prooeedlne. 
' RpiHonal  Rail  Reorpanlwitlon Act, as amended,  45 U.S.P.A.  i 701  et trq. 
• 45 tr.S.C.A. i 661 et leq. 
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federal government a first priority for repayment of that amount. Taxing Au- 
tliorities would be forced to choose between the alternatives described below: 
either a partial settlement of their claims or secondary treatment under the 
Plan, which treatment as presently proposed could preclude their ever being 
paid in full. 
A. Comproniige of tax claims 

Under the Compromise, taxing authorities which accept the compromise would 
receive cash payment of either (1) 50 percent of the principal amount of tlieir 
post-reorganization jjetition tax claim, or (2) 44 percent of the principal amount 
of their total tax claim, whichever is greater. Provision for settlement of pen- 
alties and interest is specifically excluded. Given the rate of inflation during the 
seven years, in which no taxes have been paid, combined with loss of interest, 
this represents an actual payment of less than ten cents on the dollar. Taxing 
authorities must indicate their intention of settlement pursuant to the Compro- 
mise by October 10, 1977, or be accorded treatment of their claims under the 
Plan of Reorganization (see B, below). 

The Cleveland Board of Education and a number of otlier Taxing Authorities 
objected to this compromise when it was proposed to the District Court, and 
the District Court's approval is now on appeal. Most recently, the Federal Dis- 
trict Court refused the petitions of the Cleveland Board of Education and the 
Sttite of New Jersey, joined by various other Taxing Authorities, to extend the 
deadline for acceptance of the comijromise to provide time to permit pa.ssage 
of H.R. 8882 (Bee Fact Sheet). 
B. Plan of reorganisation 

l^ursuant to the Plan, as last amended by the Trastees on May 2, 1S>77, those 
taxing authorities tliat do not accept the Oomproniise will initially receive a 
cash payment of 20 percent of the principal amount of their total tax claim. Each 
claim would then be split between taxes due on pr()i)erties retained by Penn 
Central and taxes due on properties transferred to Conrail. Settlement of the 
remaining 80 percent of the principal claims would be as follows: 

1. Taxes on retained as.sets would be paid with iuterest-l>earing general ob- 
ligation Series "D" notes of the reorganized Penn Central Company. In each of 
the first three years, 10 percent of the notes for the principal would mature. 
Series "D" general obligation interest-bearing notes would then be issued for the 
remaining 50 percent of the principal and for 1(X) iiercent of the interest of the 
claim. Tliese notes would mature on December 31, li)S7, or later if the Valua- 
tion Case has not been settled or has not produced suflBcient proceeds for retire- 
ment of the notes. 

2. Taxes on tran.sferred assets would be paid with Series "C" notes, which 
are to be secured only by the proceeds of the "Valuation Case", the lawsuit be- 
tween Penn Central and the United States to determine the value of the as.sets 
conveyed to Conrail. In the Valuation Case the U.S. is seeking to reduce the val- 
uation claim of Penn Central. As federal statutes now mandate that the claim 
of the U.S. be jwid prior to all other claim.s, taxing authorities which receive 
the.se Series "CT' notes will never he paid unless the Valuation Case produces 
enough to enable Penn Central to pay both the federal claims and the taxing 
authorities' claims. In a number of states, including Ohio. Illinois, Indiana, 
JIassachtisetts, and Michigan, where a very large iwrtion of Penn Central assets 
were conveyed to Conrail, settlement under this Plan would conceivably result 
in a severe revenue lo.ss. These Series "C" notes are scheduled to mature on 
December 31, 1987, or later if the Valuation Case has not been concluded by 
that time. 
C. Summary 

State and local taxing authorities are thus now faced with the coiee of settling 
for a fraction of their total tax claims under the Compromise or settling for 
payments of their total claims with securities which, without H.R. 88S*_'. will 
be of siieculative value. Tliis choice mu.st be made liy October 19, 1977. 

rn.  FEDERAL  ASSISTANCE NEEPED 

The present alternatives require Taxing Authorities to hear a large portion 
of the cost of rail operations which were continued in the national interest. Since 
the national interest should be an equal responsibility upon us all. the federal 
government should be that cost and as.sure that all Taxing Authorities will be 
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paid In full, indndlng both principal and interest. H.B. 8882 will produce this 
rpiiiilt by requiring that the federal government guarantee these notes. Such a 
guarantee recognizes that the Federal Govemnient's eitraordinary Intervention 
ha.s effectively prevented the state and local taxing authorities from collecting 
their rightful taxes: 

Kirst, by barring their normal remedies against the real estate tax delinquen- 
cies : and 

Second, by subordinating these taxes to its own later claim. 
H.R. 8882 would remedy the already severe financial elfects on state and 

lo<'al taxing authorities and would avoid a dangerous tax credibility precedent 
of unequal, inequitable treatment of delinquent property tax owners as well as 
the established right of local taxing authorities to levy and collect tax on land 
in tiieir districts. 

APPESDII A 

ESTIMATED STATE AND LOCAL TAX CUIMS>> 

|ln thousands o( dollars] 

Property taxes' Corporate aid other tanes ' 
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63 
38 
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67 
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15.055 
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1,438 
1,638 . 

23,655 . 
49,510 

273 - 
11,385 
23. 283 _ 
27,888 . 
41.019 . 

143.859 
79.993 . 
8,576 
1.065 
1,435 

1968 

 i' 
$22,227 

    25 

 576"" 
2,556 

1 . 
3,882 

78f 
247 

4.504 
9,324 

346 

 721" 
7.174 

$6,749 

 ii"" 
 164"" 

731 
—j-QJj- 

 370'"' 
30 

2,605 
2.467 

111 
1 

196 
220 

$29,944 

Delaware _  
D'llncloJCaJurtibia  
Ill'nois . 

3t 

'""'734 
Indiana  _..    _ 
Kentucky _  
Maryland   
Massachusetts   

100 

 ~i' 

3,387 

4,924 

"•i."i5i 
NewJetiiy „  
New York  
Ohio 

786' 
277 

7,889 
11.791 

Rhode Island  5 
3 . 

63 

462 
Virginia            _         .    _- 4 
West Virginia  980 
Taxes not allocated by State •. 7,494 

ToUl  43,883 273,755 136,349 453,967 1,924 52,458 14,694 69,076 

> The interest on all Slate and local tax claims iscalculated throueh Dec. 31.1977. The taxes, however, reflect the amounts 
due through Osc. 31. 1976, the end of the compromise period. The interest calculations on property taxes are estimates 
based on the average interest rates used by major taxtng entities in the various States. 

J As filed by the trustees on May 9.1977. pursuant to Ineir plan of reorganization. 
) See pp. 2 through 5 of this exchibit for further details. 
< Represents amounts accrued, on an estimated basis, for which tax returns have not yet been filed. 
Note: Counsel for the trustees have requested that all inquities as to amounts owed particular taxing authorities ba 

directed to Louis G. Hurrelorinck. Penn Central Transportation Co., IVB Building, 1700 Market SL, Philadelphia. Pa. 

CHICAGO, III., September SB, 1977. 
Hon. FRED B. ROONEY, 
Chairman, U.S. JJouxe of Repretentativex, Committee on Interstate and Foreign 

Commerce, Subcommittee on Transportation and Commerce, Waahington, 
D.C. 

DRAB Mn. Cii.\inMAN: On June 21. 1I>70, the Penn Central Transportation 
CrdiiiMiny filed for reorganization under the Federal Bankruptcy Act. Since 
tbnt time, taxes owed by Penn C«ntral have gone unpaid to sixteen states 
tbriiiighotit the country. State and local tax claims against Penn Central now 
totiil. including interest, over .'jJ.'JOO million dollars. The loss of this tax revenue 
over the pnst sevi-ii years has created .severe financial difficulties for the affected 
taxing authorities. The State of Illinois is currently due approximately $29 mil- 
lion dollars in state and local property, franchise and income taxes. 

Local and state tax authorities in Illinois were currently faced with a choice 
between two settlement options, a choice which was to be made by October 1ft, 
1S)"7. The first settlement option or "Compromise Plan" called for roughly a 
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00 iiercent cash payment of the principal amount of the past due taxes exclud- 
ing all consideration of penalties and interest. I have advised all state and local 
officials in Illinois that such a compromise is totally unacceptable as a matter of 
Illinois law. Additionally, sucli a settlement places unnec-essary and additional 
financial burdens on the already hard-pressed Illinois taxpayers who pay their 
taxes on time. The second option currently existing under Peun Central's 
Anu-nde<l Plan of Reorganization affords full payment by way of a 20 i)ercent 
casli payment with the balance, including i)enaltles and interest, in Notes matur- 
ing in 1087. The security attaching to the.se Notes is speculative to say the least. 
Altliough my office on behalf of the entire State is currently challenging the 
Plan's offer in the U.S. District Court in Pbiladolphia. employing our efforts in 
concert with those of other taxing authorities to effect a 100 percent cash pay- 
ment, it is clear that both options arc totally unacceptable. This is principally 
cau.s«'d because the Notes, as presently offered, are vastly speculative nmking 
their ultimate raarljetability ipiite doubtful. 

II. U. ,SS,S2 was introduced in tlie House of Representatives on August 5, 11>77, 
to correct the shortcomings of tlicse options. In essence, this legislation will 
provide a fe<leral guarantee for the securities which Penn Central is offering in 
full payment of tlie tax claims. 

It is quite sipniticant to note here that Penn Central representatives as well aa 
Justice Department representatives have stated that in their opinion there is 
every reasonable expectation that the Penn Central Notes would be redeemed 
in full in 1987. This being the case, tlie pending legislation presents minimal risk 
to the federal government. 

More Importiintly however. I feel completely iustlfled In asliing the federal 
government to intervene by means of tiiis legislation since the initial federal in- 
ten-entlon was instnnnental in causing the accumulation of tlie tax delin- 
quencies. 

First, the federal reorganization court in Phil.ndelpliia ordered in October 1070. 
that the Penn Central Trustees make no further iiayment of taxes until further 
order of the court. 

Second, Congress legislated that Penn Central continue operations although 
tremendous losses would be incurred, and since 1070. federal appropriations ti> 
Penn Central liave b(>en made in excess of •*.')00 million dollars, the rei)ayment of 
which currently has priority over ;he pa.Muent of local tax claims. 

Third, tlie proix»rty to which the State tax liens attached has been conveyed, 
free and clear of any lien.s, to the ouasi-federal corjioration ConRall. 

In light of (1) the initial federal intervention in the Penn Ontral case, (2) 
statements made by Penn Central and .Justice Department representatives, (3i 
the conveyance of Penn Central's railroad property free and clear of any tax liens 
to ('(iiiRail, and (-1) the groundswell of h>cal support for H.R. 8882, I strongly 
urge that you, Mr. Chairman, and this committee act .swiftly and favorably In 
support of the pending legislation. 

Respectfully, 
WlLLlAit  J.  SCOTT, 

Attorney General, .SVofc of Illinois. 

THE AcAUEstY FOK CONTEMPORAEY PKOBIJ;MS, 
Columhus Ohio., September 28, 1977. 

Hon. FBED B. ROONET, 
Chairman. Subcommittee on Trannportalion, Committee on Interstate and For- 

eign Commerce, U.S. House of ItepreHcntativcn, Washington, D.C. 
DEAB MB. CHAIRMAN • At the request of several witnesses in your hearings on 

the I'enn Central property tax question, I submit the following statement for the 
record based on a recent sur\-ey of economic problems in the northeastern United 
States conducted by this Academy. The Academy is a public policy research cen- 
ter   operated by the Council of State Governments. International City Manage- 
ment  Association,  National   Association  of  Counties,  National  Conference of 
State legislatures. National Governors' Conference. National League of Cities, 
and U.S. Conference of Mayors. 

Sincerely yours, 
RALPH R. W'IUNER, President. 
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STATEMENT OF HALPH R. WIDSEB, PRESIOKNT, THE ACAOEMT FOB CoKTEMPORAinr 
PBOBLEMS 

The loss of proijerty tax revenues from railroad properties will severely affect 
many northeastern cities currently in linancial trouble. Many of the largest rail- 
road yard operations in tlje Northeast are located witliin these cities. 

A national study of cities in trouble liy David StaJiley at the Acedeniy for 
Contemporary I'roblems surveyed the financial and economic development chal- 
lenges faced t>y urban areas with declining economic bases. Stanley reijorted 
that until recently the central cities bore the sole brunt of increasing concentra- 
tions of poor residents in the fact of a declining economy and tax base. Xew 
York, Baltimore, Pittsburgh, Buffalo, and Newark are cities with declining or no- 
growtli taxable property bases already. \'et the declining citios also tend to be 
high cost cities. MuUer compared costs among seven large growing cities and 14 
large declining cities plus New York and found substantial discrepancies between 
them in terms of municipal expenditures per capita, municipal employees jier 
1,000 residents and the average monthly wage of municipal workers. 

Nearly all of tliese older cities are "land-locked", that is surrounded by other 
incori>orated municipalities. Tliey can not solve their economic and tluancial 
problems through territorial annexation as In the case of newer, growing urban 
areas elsewhere. 

BI8IKO   COSTS 

Declining cities are high cost cities. Tlie fact that population, business, and 
jobs are reduced does not mean that municipal services and facilities to provide 
tliem have been reduced correspondingly. Costs within the troubled cities have 
risen sharply in recent years, as have costs in all large cities and indeed In state 
and local governments generally. Spending per capita grew 163 percent from 
1SM52 to 1972 in all state and local governments and 198 i)ercent in 28 big dties. 
(Of the 28, seven were growing, 14 were declining, six were formerly growing 
and are now declining, and one, New York, was considered separately.) 

The maiu components of the cost increases were: 
More employees.—An 11 percent increase in per capita employment from 1969 

to 1972 in the largest declining cities and a 13 percent increase in the largest 
growing cities. Cities generally had employment Increases in these years fol- 
lowed by a shariJer rise in 1972-73 and a slowdown in 1974. Employment went 
up mainly because of increasing demand for services to city residents, stimulated 
in part by the availability of Federal and state grants and normal bureaucratic 
accretion ("I*arkinson's Law"). Instead of reducing the demand, the 1974-75 
recession stimulated it, at the same time impairing the cities' ability to pay for 
the added workers. 

Iliyher pay in the state and local government sector (up 69 percent compared 
to .56" percent in private industry).—According to another study, pay for common 
munici]>al services increased from 12 to 20 percent between 1970 and 1973 alone. 
These increases were partly the consequence of a general rise In pay levels na- 
tionally and partly a result of the advances In public sector unionism, which en- 
nblcHl employees to bargain effectively for "their share" of public resources, even 
to the point of higher pay than the private sector offered for comparable work. 

Increases in fringe beueftt costs, which add about 30 percent to every payroll.— 
In several cities these increases ranged from 18 to 31 percent between 1970 and 
1973. Retirement contributions alone went up 9 percent a year from 1967 to 
1972 and over 10 percent a year in 1973 and 1974. These fringe costs are also 
a reflection of unions' effectiveness. As ijay became competitive, the unions 
turned to l)eneflts as a means of Increasing compensation. Pensions are a par- 
ticular caiise of fiscal concern because enormous cost Increases are bnilt In 
for future years when unfunded or partly funded obligations come due as 
employees retire. 

According to Roy Bahl and Bernard Jump at Syracuse University, about 27 
percent of city cost increases in 1967-72 was attributable to inflation. Another 
17 iiercent wa.s due to "real compensation growth"—what emjrioyees received 
in excess of cost of living increases. Tlie remaining 55-phis percent resulted 
from "input quantity"—more employees, materials, and supplies. The Inflation- 
ary factor was 2.5 percent in 1972-74, resulting In a loss of over |:2 billion in 
municipal purchasing power. 
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I^GOINO   BETEirnS   OBOWTH 

Revenues are not keeping up with rising costs. Tax revenues would have in- 
creased only 15 percent (compared to the 25 percent increase in expenses) if 
cities had taxed at 1972 levels the 1972-74 inflationary increase in their tax bases. 
Cities &ce a losing battle, with expenses responding more to Inflation thau do 
revenues. 

Perversely, among cities studied by the Urban Institute for the 1969-72 
period, "growing cities managed to cut their effective property tax rates by 
more than 25 percent . . . while the declining cities were obliged to raise their 
rates by nearly 25 percent" Between 1967 and 1973, large declining cities in- 
creased per capita revenues by 113 percent (eomipared to growing cities' 95 
I)ercent)   despite slower increases in per capita iut>ome and wealth. 

In the District of Columbia government's annual study of tax biirdens in the 
nation's 30 largest cities, among the top eight In estimated burden of major 
taxes for a family of four with a $10,000 income were Boston, New York, 
Buffalo, Philadelphia, and Baltimore. 

The fiscal squeeze in cities was aggravated by the 1974^75 recession which 
cut growth in sales and earnings taxes dampened potential growth in the prop- 
erty tax base, increased tax delinquencies, and raised the work load of city 
services as inner-city unemployment rose. 

The recession made revenu^raising efforts especially counterproductive In 
the declining cities. A rise in the property tax rate or the imiK>8itlon of some 
new tiix might not be the only reason for a company's leaving the city or 
deciding not to move in, but It would be an important consideration. Even for 
firms remaining in the city, the higher taxes would soak up funds that might 
otherwise be used for more economically stimulating purposes. 

Clearly, whatever action is taken with respect to property taxes owed by 
Penn Central should take into account the potentially severe affects which non- 
iwyment may have on the fiscal vlablUty of these older manufacturing cities. 

STATEMENT OF HON. ROBERT E. AHMED, MAYOB OF POUQIIKEWSIE, N.Y. 

I am Robert Ahmed, Mayor of Poughkeepsie, New York. Pouglikeepsie is a 
city of some 32,000 i)ei/ple. Our annual budget for I'Y '77 is $13.7 million. 

Penn Central Trausjiortatlon Company and Its predecessors and interests owe 
us some $359,000 in real property taxes. Since thi.s obligation bus l>een accruing 
since llKtl, total real proiierty tax liens, including principal and interest total 
approximately $696,000. 

If the City is able to participate in the proposed reorgauizatiou plan of the 
Peon C«ntral trustees, a rarticipation wliich will only be ix)ssible if the payment 
of the Series C notes is guaranteed by the government, the City stands to receive 
at the end of the proi)osed 10-year maturity schedule approximately $1,420,000. 

If the City is forced to accept the settlement figure proposed l)y Pemi Central, 
the amount received will be approximately $157,000, ji fraction of the outstanding 
tax lien. 

Tlie Penn Central tax hiatus has had a debilitating effect on our already de- 
clining tax base. Tlie $537,000 difference between what has been offered by the 
Penn Central and what is actually owed to us would provide funds for much 
needed bousing rehabilitation and would permit the City to bolster its declining 
level of services. 

Under the aegis of the Federal Bankruptcy Court and by Act of Congress the 
Penn Central and the National Railroad System has been saved, in the federal in- 
terest. A small, struggling city like Poughkeeiisie must not be compelled to 
shoulder unduly the financial burden necessary to promote that interest. That 
is what we will be required to do if we are forced to accept the Penn Central set- 
tlement. It is unjust, unfair, and contrary to our local laws. We support Con- 
gresswoman Dakar's bill, H.R. 8882. 

["WHiereupon, at 11 :.S0 p.m., the subcommittee  adjourned.] 
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